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Objects of the Society 


“To cultivate, promote and disseminate knowledge and 
information concerning accountancy and subjects re- 
lated thereto ; to establish and maintain high standards of 
integrity, honor and character among certified public ac- 
countants ; to furnish information regarding accountancy 
and the practice and methods thereof to its members, and 
to other persons interested therein, and to the general 
public ; to protect the interests of its members and of the 
general public with respect to the practice of account- 
ancy ; to promote reforms in the law ; to provide lectures, 
and to cause the publication of articles, relating to 
accountancy and the practice and methods thereof; to 
correspond and hold relations with other organizations 
of accountants, both within and without the United States 
of America ; to establish and maintain a library, and read- 
ing rooms, meeting rooms and social rooms for the use 
of its members ; to promote social intercourse among its 
own members and between its own members and the 
members of other organizations of accountants and other 
persons interested in accountancy or related subjects ; 
and to do any and all things which shall be lawful and 
appropriate in furtherance of any of the purposes here- 
inbefore expressed.” 


—From the Certificate of Incorporation. 
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The New York Certiriep Pustic ACCOUNTANT is pub- 

lished monthly from October to June. Copies may be 

obtained at the office of the Society at twenty-five cents per 

copy, $2.00 per year. All other communications relating 

to this publication should be addressed to the Committee 
on Publications. 


Copyright, 1939, by 
THE NEW YORK STATE SOCIETY OF 
CERTIFIED PUBLIC ACCOUNTANTS 


[The matter contained in this publication, unless otherwise stated, 

will not be binding upon the Society; and it should be understuod 

that any opinions expressed in articles published herein are the 

opinions of the authors of the articles, respectively, and are not 
promulgated by the Society.]} 


CURRENT EVENTS 


Calendar of Events 


March 16-—Regular meeting of the 
Board of Directors. 

April 6—Regular meeting of the 
Board of Directors. 

April 10—7 :45 P. M.—Society Meet- 
ing—Subject: A Case Study of 
Employee Frauds by J. S. Seid- 
man, C.P.A. Location: Waldorf- 
Astoria Hotel, Lexington Avenue 
at 49th Street, New York City. 

May +— Regular meeting of the 
Board of Directors. 

May 8—7:45 P. M.—Annual Society 


Meeting. Subject: to be an- 
nounced later. Location: Wal- 
dorf-Astoria Hotel, Lexington 


Avenue at 49th Street, New York 
City. 

May 19-20—Four-State Conference 
—Hotel Claridge, Atlantic City, 
N. J. 

june 23-24—Sixth Regional Chap- 
ter Conference—Holl’s Inn, Fourth 
Lake, Inlet, | 


Committee on Nominations 


The following is the personnel of 
the 1939 Committee on Nomina- 
tions: 

Arthur H. Carter 
George Cochrane 
Walter N. Dean 
Henry A. Horne 
Charles L. Hughes 
Joseph J. Klein 
Samuel D. Leidesdorf 
John T. Madden 
Henry E. Mendes 


Messrs. Cochrane and Horne were 
selected by the Board of Directors 
at its meeting on March 6th and the 
other members were selected at a 
regular meeting of the Society on 
March 13th. 


The Society’s New Headquarters 


The Society wishes to announce 
that on or before May 1, 1939, we 
will move to our new headquarters 
at 15 East 41st Street, New York 
City, where we will occupy the en- 
tire fifth floor. Much of the addi- 
tional space will be given over to 
accommodations for conferences and 
committee meetings. 


Because of the central location of 
our new headquarters, it is expected 
that many of our members will be 
able to visit our office more often 
than they have in the past. 

A cordial invitation is extended to 
all members and their friends to 
visit the Society’s office at 15 East 
41st Street. 


Arbitration and the Accountant 


Seventy leading members of the 
accounting profession in New York 
City are members of the American 
Arbitration Association’s Panel of 
Arbitrators, having enlisted to serve 
in cases in which the accountant’s 
peculiar qualifications make him an 
essential member of a board of arbi- 
trators or in which the parties wish 
to include an accountant as one of 
the arbitrators. 

- More than twenty members of the 
Society have served as arbitrators 
during the last eighteen months. 

Approximately one-half of the ac- 
countants mentioned have served as 
arbitrators in cases submitted to 
the Voluntary Industrial Arbitration 
Tribunal, involving disputes between 
employers and employees. In such 
cases, the accountant has been found 
to possess qualifications which meet 
the ready approval of both sides in 
labor disputes. 
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Eastern Four-States Accounting 
Conference 


Plans have been completed for an 
Eastern Four-States Accounting 
Conference to be held jointly by the 
state societies of certified public ac- 
countants in New York, New Jersey, 
Pennsylvania and Connecticut at the 
Hotel Claridge in Atlantic City on 
Friday and Saturday, May 19 and 20 
next. The American Institute of Ac- 
countants is cooperating in the con- 
ference arrangements. 

Speakers at the conference will in- 
clude Willard L. Thorp, special as- 
sistant to the Secretary of Com- 
merce; Henry H. Heimann, execu- 
tive manager of the National 
Association of Credit Men and chair- 
man of the Natural Business Year 
Council; Victor H. Stempf, acting 
president of the Society; John C. 
Parry Jr., past president of the Penn- 
sylvania Institute of Certified Public 
Accountants ; Maxwell E. McDowell, 
head of the tax department of the 
Standard Oil Company of New Jer- 
sey; Walter R. Darby, Commis- 
sioner of Local Government of the 
State of New Jersey; J. William 
Hope, past president of the Connec- 
ticut Society of Certified Public Ac- 
countants; D. M. Livingston, C.P.A.. 
of Philadelphia, and John L. Carey, 
secretary of the American Institute 
of Accountants. 

Invitations to address the confer- 
ence have been sent to United States 
Senator Joseph C. O’Mahoney of 
Wyoming, who has been asked to 
address the opening session on May 
19, and Chairman William O. Doug- 
las of the Securities and Exchange 
Commission who, if he accepts, will 
address the closing conference din- 
ner on Saturday evening, May 20. 

An Accounting Clinic will be one 
of the features of the conference pro- 
gram. Clinic subjects will include 
“Inventories and Receivables”, “The 
Accountant’s Report and Certifi- 
cate”, “An Accountant’s Responsi- 
bility to the Public”, “Accounting 


Problems of Industrial Corpora- 
tions’, “Accounting Problems of 
Public Utilities” and “Problems and 
Procedure in Bank Accounting”. 
Another feature of the program 
will be a general session on Satur- 
day afternoon, May 20. At this ses- 
sion, papers will be presented and 
discussion held on the subjects of 
“Federal Taxation”, “Municipal Ac- 
counting to Safeguard the Public”, 
“Building and Loan Accounting”’ 
and “The Natural Business Year— 
Opportunity for Management”. 
Two luncheon sessions are in- 
cluded in the program. Harry Ness, 
C.P.A., president of the Pennsylvania 
Institute of Certified Public Ac- 
countants, will preside at a luncheon 
on May 19, when Mr. Thorp will be 
the speaker. Guy Cambria, C.P.A., 
president of the Connecticut Society 
of Certified Public Accountants, will 
preside at a luncheon on May 20, 
when Mr. Heimann will speak. 
President John A. Conlin of the 
New Jersey Society of Certified Pub- 
lic Accountants will be general 
chairman of the conference and will 
preside at the opening session on 
May 19 and at the closing dinner. 
Orin O. Roundy, C.P.A., of Newark, 
is chairman of the conference com- 
mittee. Its members are Presidents 
Conlin, Ness and Cambria; Mr. 
Stempf, Wentworth F. Gantt, as- 
sistant to the president of the New 
York State Society: Douglas D. 
Besore, C.P.A., of Atlantic City ; Mr. 
Hope; C. Whitford McDowell, 
C.P.A., chairman of Philadelphia 
chapter of the Pennsylvania Insti- 
tute of Certified Public Accountants : 
Harold B. Simpson, C.P.A., chair- 
man of the meetings committee of 
the New York State Society. 
Registration at the Eastern Four- 
States Accounting Conference will 
be open to all members of the co- 
operating state societies and their 
guests, and to all certified public ac- 
countants in other states. 
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Current Events 


Round-Table Meetings Program 
Complete 

Arrangements have been made 
for the third series of round-table 
discussion meetings to be held in the 
Hudson Room of the Hotel Wood- 
stock at 127 West 43rd Street, New 
York City. Dinner will precede the 
meetings and will start at 6:30 
P. M. Dinner will be served for 
$1.40 including tip. Following din- 
ner the meetings will start promptly 
at7:40 P.M. Meetings are for mem- 
bers only and reservation cards will 
be sent to the members to be re- 
turned by those who expect to attend 
so that arrangements may be made. 

The program will be as follows: 

April 5th— Consolidations and 
Reorganizations—Roy B. Kes- 
ter, Chairman. 

April 12th—Investment Trusts— 
Christopher H. Knoll, Chair- 
man. 

April 19th—Insurance Companies 
Accounting—J. B. C. Woods, 
Chairman. 

April 26th—Non-Profit Institu- 
tions Accounting —A. F. M. 
Deutsch, Chairman. 

May 3rd—Bank and Trust Com- 
pany Auditing—Philip S. Suf- 
fern, Chairman. 

May 10th—Mining and Smelting 
Accounting—Henry B. Fernald, 
Chairman. 


Voting Rights of Capital Stock 
and Shareholders 

The attention of the members is 
called to an article which appeared 
in the October, 1938 issue of the 
Journal of Business of the University 
of Chicago on the “Voting Rights of 
Capital Stock and Shareholders” by 
W. H. S. Stevens, Assistant Director 
of the Bureau of Statistics of the 
Interstate Commerce Commission. 
A few copies of a reprint are avail- 
able for distribution to interested ac- 
countants in return for three cents 
postage. Address all requests to the 
author at Washington. 
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Samuel D. Patterson 

The Board of Directors, at its 
regular meeting, adopted the follow- 
ing resolution on the death of Samuel 
D. Patterson: 

“RESOLVED, That in the death of 
Samuel D. Patterson, The New 
York State Society of Certified 
Public Accountants lost a loyal 
member who maintained a con- 
tinuous membership in the Society 
for a period of thirty-seven years 
and who served the Society as its 
Secretary for six years. 

“The Board of Directors of this 
Society hereby records its sorrow 
at the death of Mr. Patterson and 
its appreciation of his professional 
spirit and exemplary action in so 
faithfully serving the Society and 
his chosen profession. 

“The Board of Directors directs 
that this resolution be incorporated 
in the minutes of its meeting and 
that a copy of it be sent to the 
family of Mr. Patterson.” 

Mr. Patterson was closely connec- 
ted with the profession of account- 
ancy having served as a member of 
the New York State Board of Certi- 
fied Public Accountant Examiners 
from 1909-1917. 


William Leslie 

William Leslie, partner in the ac- 
counting firm of Leslie, Banks & Co., 
and a valued and esteemed member 
of the Society since January, 1932, 
died at his home in Mountain Lakes, 
N. J., on March 7, 1939, at the age of 
67. 


Interested in the development of 
the science of accounting, Mr. Les- 
lie became in 1908 the first instructor 
of accounting at Teachers College, 
New York City. 

Mr. Leslie was also a member of 
the Lawyers’ Club and the American 
Institute of Accountants. 

He is survived by his widow anda 


son. 
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Successful Candidates at New York State 
C. P. A. Examinations, October, 1938 
The names of all persons who passed the October, 1938 examinations 


given by New York State to those who would become Certified Public 
Accountants have been received by the Society from the State Education 


Department. 


These successful candidates are now eligible for a certificate as a C.P.A. 
provided they have submitted satisfactory evidence to the Education 
Department of the State of good moral character and evidence of academic 
and professional qualifications for the public practice of accountancy. 


The list is as follows: 


Abrahams, Edward I. 
Abrams, Joseph 
Ackerman, Theodore 
Alberts, William R. 
Alexander, Edwin 
Alterwein, Murray M. 
Anderson, Homer W., Jr. 
Areson, William H., Jr. 
Argueso, Nelson O. 
Aschengrau, Alexander 
Aspinwall, Robert A. 
Athanasakos, Constantine 
Bader, Irving J. 
Bardusch, Frederick W. 
Barrett, Joseph F. 
Bartsch, Henry C. 
Bashook, Arthur Z. 
Bass, Jacob 

Behringer, Thomas E, 
Bell, Lawrence W. 
Bernstein, Joseph H. 
Berry, Traver L. 
Berson, Jacob N. 
Bingham, William T. 
Birsch, Max 

Blank, Ezra 

Bleier, Benjamin S. 
Bloom, Abraham 
Bloom, Jerome S. 
Blum, Leon 

Blumberg, Alexander 
Blumenkrantz, Morris 
Blumenthal, Joseph 
Bogoluboff, Nicholas A. 
Boland, John J., Jr. 
Borodkin, Abraham 
Bowen, Jerome P. 
Brand, Samuel S. 


570 W. 204th Street, New York City 

43-09 40th Street, Sunnyside, N. Y. 

5102 Ft. Hamilton Parkway, Brooklyn, N. Y. 
4 Ferncliff Terrace, Montclair, N. J. 

1414 84th Street, Brooklyn, N. Y. 

1137—52nd Street, Brooklyn, N. Y. 

17 Commonwealth Avenue, Middletown, N. Y. 
153 Bellevue Avenue, Montclair, N. J. 

30 Clinton Place, New Rochelle, N. Y. 

1089 Fox Street, Bronx, N. Y. 

104-38 88th Avenue, Richmond Hill, N. Y. 
30 Buchanan Place, Bronx, N. Y. 

2288 Mott Avenue, Far Rockaway, N. Y. 
51-03 Broadway, Woodside, N. Y. 

116 Claremont Avenue, Jersey City, N. J. 
1365 Hancock Street, Brooklyn, N. Y. 

2300 Ocean Avenue, Brooklyn, N.Y. 
87-10 108th Street, Richmond Hill, N. Y. 

95 Baldwin Avenue, Baldwin, N. Y. 

18 Park Circle, White Plains, N. Y. 

143 Storer Avenue, New Rochelle, N. Y. 
4582 Spuyten Duyvil Parkway, Bronx, N. Y. 
163 Ocean Avenue, Brooklyn, N. Y. 

5 Woodland Crescent, So. Orange, N. J. 
1555 Seabury Place, New York City 

2329 East 22nd Street, Brooklyn, N. Y. 

2330 Ocean Avenue, Brooklyn, N. Y. 

3115 Brighton 4th Street, Brooklyn, N. Y. 
789 West End Avenue, New York City 

1094 Simpson Street, Bronx, N. Y. 

765 Crown Street, Brooklyn, N. Y. 

8801 Bay 16th Street, Brooklyn, N. Y. 

1780 Woolworth Building, New York City 
381 Central Park West, New York City 

205 North Highland Street, East Syracuse, N. Y. 
184 Clarkson Avenue, Brooklyn, N. Y. 

88-06 191st Street, Hollis, N. Y. 

751 Gerard Avenue, New York City 
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Successful Candidates at New York State C. P. A. Examinations, October, 1938 


Rraunfeld, Archibald U. 
Braunstein, Percy 
Braverman, Saul 
Breden, Frederick O. 
Brenner, Moses 
Breslow, Daniel 
Brinkman, Fred R. 
Bronitsky, Jesse 
Rush, Edwin M. 
Bryman, George 
Burdick, Sidney Z. 
Buxton, George E. 
Carbon, John R. 
Catelli, Charles H. 
Chorowsky, Max 
Chenet, Paul J. 
Cilley, John K. 
Clapp, Charles L. 
Clark, Howard L. 
Clark, Robert F. 
Clemens, Frank J. 
Cohen, Aaron 
Cohen, Irving H. 
Cohen, Michael 
Cohen, Theodore A. 
Colan, George 
Constable, Franklin H. 
Cook, Thomas C. 
Cookler, Milton 
Cooper, Abraham 
Copeland, Ernest H. 
Corcoran, James 
Crowley, Daniel F. 
D’ Agostino, Camillo 
Davidson, Ira N. 
Davies, William E. 
deBenedetto, Anthony 
DeLong, John R. 
Dennehy, George F. 
Diehl, Donald C. 
Dine, Tesse S. 
Dolar, Raymond E. 
Doloff, Albert B. 
Domeshefsky, Meyer 
Dorfman, William K. 
Doyle, Walter T. J. 
Drescher, Paul G. 
Drimmer, Joseph 
Dubinsky, David 
Dunkeblum, William 
Dupay, Stephen 
Dusowitz, Leon S. 
Eder, James F. 


565 5th Avenue, New York City 
25 East 177th Street, Bronx, N. Y. 
1210 Boynton Avenue, New York City 

129 East 6th Avenue, Roselle, N. J. 

150 South 9th Street, Brooklyn, N. Y. 

398 Crown Street, Brooklyn, N. Y. 

40-71 Elbertson Street, New York City 

1676 Sterling Place, Brooklyn, N. Y. 

78 Oxford Boulevard, Garden City, N. Y. 

1705 West First Street, Brooklyn, N. Y. 

2175 Morris Avenue, Bronx, N. Y. 

305 Linden Boulevard, Brooklyn, N. Y. 

3455 83rd Street, Jackson Heights, N. Y. 

4700 Broadway, New York City 

566A Bristol Street, Brooklyn, N. Y. 

2043 East 47th Street, Brooklyn, N. Y. 

19 East 98th Street, New York City 

43 Barrow Street, New York City 

587 East 88th Street, New York City 

710 Hillside Avenue, Grantwood, N. J. 

3328 Perry Avenue, Bronx, N. Y. 

1620 59th Street, Brooklyn, N. Y. 

2200 Tiebout Avenue, New York City 

171 Broome Street, New York City \ 
1781 East 16th Street, Brooklyn, N. Y. 
3150 Rochambeau Avenue, Bronx, N. Y. 
582 Spring Avenue, Ridgewood, N. J. 
49 East 19th Street, Brooklyn, N. Y. 
225 Meeker Avenue, Newark, N. J. 
914 Jackson Avenue, Bronx, N. Y. | 
4716 49th Street, Woodside, N. Y. 
25 Russell Street, Lynbrook, N. Y. 
172 Stanley Avenue, Yonkers, N. Y. 

155 Henry Street, Brooklyn, N. Y. 

74 Bay 29th Street, Brooklyn, N. Y. 

615 West 179th Street, New York City 

85-69 112th Street, Richmond Hill, N. Y. 

69 Haledon Avenue, Paterson, N. J. 

3000 Valentine Avenue, Bronx, N. Y. 

36-42 Crescent Street, Long Island City, N. Y. 
325 Riverside Drive, New York City 

118-65 Metropolitan Avenue, Kew Gardens, N. Y. 
1035 Washington Avenue, Brooklyn, N. Y. 

1459 Taylor Avenue, New York City 

110 West 42nd Street, New York City 
1110 East 40th Street, Brooklyn, N. Y. 
336 Ridgewood Avente, Brooklyn, N. Y. 
1198 Ocean Avenue, Brooklyn, N. Y. 
1636 43rd Street, Brooklyn, N. Y. 

2032 Creston Avenue, New York City 

6 Vineyard Avenue, Yonkers, N. Y. 

592 Willoughby Avenue, Brooklyn, N. Y. 
65 Wilson Avenue, Rutherford, N. J. 
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Edwardsen, Norman L, 
Ehrenfreund, William 
Eiger, Joseph 
Eisderfer, Joseph 
Elfers, Henry C. 
Emerson, John W. 
Emmons, Alton T. 
Emsig, Norbert N. 
Enroth, Edward 
Ephraim, Bernard 
Esrick, David 

Evilia, Alexander V. 
Fagan, Harry J. 
Farkas, Joseph 
Farrell, Raymond 
Fein, Benjamin D. 
Finkelstein, Alex 
Findlay, John P. 
Finn, Robert M. 
Fischer, Harry 
Fisher, Lewis 
Fitzgerald, Arthur J. 
Flamm, Camil 
Flaster, Bernard S. 
Fleischhaker, Marvin H. 
Flynn, Charles J. 
Fogelson, Harry 
Fowler, Joseph W. 
Fox, Edward J. 
Fried, Sidney C. 
Friedberg, Herman 
Frieden, Emanuel 
Galdi, Joseph C. 
Gang, Osias 
Garfinkle, Edward H. 
Geib, Burgess, F. 
Gelb, Jay R. 

Gelber, Nathan 
Gelfand, Jerome 
Geringer, Joseph 
Gibson, William J. 
Gladstone, Mark M. 
Glazer, Samuel 
Glickman, Morton J. 
Gluckman, George B. 
Goldberg, Barney 
Goldberg, Morris 
Goldberg, Morris M. 
Goldenberg, Aaron 
Goldman, Solomon 
Goldschlager, Leo 
Gorman, Francis H. 
Govendy, Abraham 


311 John Street, Roselle, N. J. 

65 Second Avenue, New York City 

2766 Sedgwick Avenue, New York City 
1491 Macombs Road, Bronx, N. Y. 

23 Harold Street, Oceanside, N. Y. 

222 Vincent Avenue, Lynbrook, N. Y. 

167 Rutland Avenue, Brooklyn, N. Y. 

c/o Kamerman & Witkin, 1501 Broadway, New York City 
1770 Mahar Avenue, Bronx, N. Y. 

57 Prospect Park, South West, Brooklyn, N. Y. 
415 Kingston Avenue, Brooklyn, N. Y. 
35-37 Bedford Street, New York City 

2049 31st Street, Astoria, N. Y. 

93 Orchard Street, New York City 

511 West 232nd Street, New York City 
1484 Inwood Avenue, New York City 

490 West 187th Street, New York City 
51-01 39th Avenue, Long Island City, N. Y. 
50 East 196 Street, New York City 

114 Albermarle Road, Brooklyn, N. Y. 

546 4th Street, Brooklyn, N. Y. 

1273 Brooklyn Avenue, Brooklyn, N. Y. 
1365 Carroll Street, Brooklyn, N. Y. 

152 Sickles Avenue, New Rochelle, N. Y. 
600 West 164th Street, New York City 
5134 30th Avenue, Woodside, N. Y. 

135 Prospect Park, South West, Brooklyn, N. Y. 
130 West 44th Street, New York City 

30 Fifth Avenue, New York City 

24 Thayer Street, New York City 

31-60 33rd Street, Long Island City 

40 Clinton Street, New York City 

1665 Park Avenue, New York City 

12 Crown Street, Brooklyn, N. Y. 

565 Fort Washington Avenue, New York City 
42-54 Judge Street, Elmhurst, N. Y. 

606 Chili Avenue, Rochester, N. Y. 

2067 Harrison Avenue, Bronx, N. Y. 

14 Maple Street, Brooklyn, N. Y. 

1784 Stillwell Avenue, Brooklyn, N. Y. 

76 St. Paul’s Avenue, Tompkinsville, N. Y. 
2000 East 5th Street, Brooklyn, N. Y. 

75 East 7th Street, New York City 

146 West 79th Street, New York City 
8223-13 Bay Parkway, Brooklyn, N. Y. 
1740 East 12th Street, Brooklyn, N. Y. 

33 Crooke Avenue, Brooklyn, N. Y. 

675 North Terrace Avenue, Mt. Vernon, N. Y. 
414 Avenue N, Brooklyn, N. Y. 

215 West 83rd Street, New York City 

1719 Sterling Place, Brooklyn, N. Y. 

78 Malone Avenue, Belleville, N. J. 

149 East 121st Street, New York City 
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Successful Candidates at New York State C. P. A. Examinations, October, 1938 


Green, Roswell E. 
Greenbaum, William S. 
Greenberg, Joseph S. 
Greenberg, Meyer 
Greenspan, Charles 
Greig, Laurence 
Grochau, Frederick 
Grundfast, Abraham 
Gurentz, Murray 
Haller, William J. 
Handelsman, Arthur J. 
Hanley, Thomas H. 
Harbus, Meyer 
Henig, Julius 
Hereford, Charles T. 
Hoeffling, Howard C. 
Hoff, Donald Van Dervver 
Holder, John Henry 
Holzwosser, William 
Hopkins, Frank L., Jr. 
Horner, Richard T. 
Houghland, William 
Howorth, James Wm., Jr. 
Hurwitz, Jack 

Ifland, Edward W. 
Irvine, John J. 

Jasner, Joseph 

Jetter, Arthur W. 
Joblansky, Morris A. 
Johnson, Earl I. 
Johnson, Noll Ellsworth 
Jones, Richard 

Judd, Frank 

Judis, Arthur S. 
Jump, Vernon E, 
Kahkonen, George O. 
Kalichstein, Martin 
Kalman, Leon 

Kanter, Barnet 
Kaplan, Charles R. 
Kaplan, Sidney 
Kaplowitz, Bernard 
Kaplowitz, Henry 
Kappauf, Robert E. 
Kass, Mitchell 
Keating, Joseph A. 
Keit, Seth David 
Kempen, Norbit W. 
Kent, Ralph 
Kesselman, Morton 
Kessler, Jack L. 
Kessler, Joseph 

Klein, Israel 


Hotel Regent, Broadway & 104th Street, New York City 
119-37 Metropolitan Avenue, Kew Gardens, N. Y. 
1098 East 21st Street, Brooklyn, N. Y. 
8655 21st Avenue, Brooklyn, N. Y. 

215 West 90th Street, New York City 
29 Franklin Avenue, Croton-on-Hudson, N. Y. 
70 Harmon Drive, Larchmont, N. Y. 

236 Glenmore Avenue, Brooklyn, N. Y. 
35 West 90th Street, New York City 

801 East Division Street, Syracuse, N. Y. 
184 West 179th Street, New York City 
1492 Bedford Avenue, Brooklyn, N. Y. 
1674 Bryant Avenue, Bronx, N. Y. 

28-30 34th Street, Astoria, N. Y. 

55 Hansen Place, Brooklyn, N. Y. 

9115 86th Road, Woodhaven, N. Y. 

56 Pine Street, New York City 

101 West 72nd Street, New York City 
90 Stebbins Avenue, Tuckahoe, N. Y. 
100 Morningside Drive, New York City 
170 Grand Street, White Plains, N. Y. 
197-07 89th Avenue, Hollis, N. Y. 

182 North Broadway, Yonkers, N. Y. 
130 Avenue P, Brooklyn, N. Y. 

153 East 165th Street, New York City 
1556 York Avenue, New York City 

315 5th Avenue, New York City 

16 Unity Avenue, Newark, N. J. 
847-50th Street, Brooklyn, N. Y. 

144 Old Bergen Road, Jersey City, N. J. 
21 Jay Street, Binghamton, N. Y. 

449 54th Street, Brooklyn, N. Y. 

530 West 149th Street, New York City 
875 West 180th Street, New York City 
224 Willard Avenue, Port Richmond, N. Y. 
90 Broad Street, New York City 

1514 West 11th Street, Brooklyn, N. Y. 
412 Pulaski Street, Brooklyn, N. Y. 

1235 Castle Hill Avenue, Bronx, N. Y. 
2199 Holland Avenue, Bronx, N. Y. 

171 West 95th Street, New York City 
364 Lincoln Place, Brooklyn, N. Y. 

1846 East 3rd Street, Brooklyn, N. Y. 
93-20 222nd Street, Queens Village, N. Y. 
1756 48th Street, Brooklyn, N. Y. 

1083 East 42nd Street, Brooklyn, N. Y. 
925 East 13th Street, Brooklyn, N. Y. 
34-59 89th Street, New York City 

40-35 190th Street, Flushing, N. Y. 
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1333—51st Street, Brooklyn, N. Y. 
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1766 Undercliff Avenue, Bronx, N. Y. 
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56 Pine Street, New York City 
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960 East 12th Street, Brooklyn, N. Y. 

68-14 Seminole Avenue, Forest Hills, N. Y. 

215 West 71st Street, New York City 

507 Second Street, Solvay, N. Y. 
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Hotel Ansonia, New York City 

2908 Valentine Avenue, Bronx, N. Y. 

326—45th Street, Brooklyn, N. Y. 
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379 Atlantic Avenue, Brooklyn, N. Y. 
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1335 College Avenue, New York City 

2516 Mickle Avenue, Bronx, N. Y. 

57 Somerset Street, Garfield, N. J. 
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Tennis Apts. Burns Street, Forest Hills, N. Y. 
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130 Sheffield Avenue, Buffalo, N. Y. 

168 Summit Avenue, Union City, N. J. 

97-11 Northern Boulevard, Corona, N. Y. 
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1441 Prospect Place, Brooklyn, N. Y. 

1620 Avenue T, Brooklyn, N. Y. 

546 West 124th Street, New York City 

117 Leslie Street, East Orange, N. J. 
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2066 East 24th Street, Brooklyn, N. Y. 

30 Cottage Avenue, Mount Vernon, N. Y. 

256 East 37th Street, Brooklyn, N. Y. 
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1715 Bryant Avenue, Bronx, N. Y. 

416 East Ferry, Buffalo, N. Y. 

749 Trinity Avenue, New York City 

970 Tinton Avenue, New York City 

118-80 Metropolitan Avenue, Kew Gardens, N. Y. 
c/o Orvis Bros. & Co., 60 Broadway, New York City 
312 West 78th Street, New York City 

1220 Shapespeare Avenue, Bronx, N. Y. 
1435A Dahill Road, Brooklyn, N. Y. 

17 Middagh Street, Brooklyn, N. Y. 

170 East Broadway, Long Beach, N. Y. 
61-08 60th Avenue, Maspeth, N. Y. 

136 Avenue C, New York City 

152 West 42nd Street, New York City 

3851 Cypress Avenue, Seagate, Brooklyn, N. Y. 
389 Berkeley Avenue, Bloomfield, N. J. 
2432 Laconia Avenue, New York City 

742 Montgomery Street, Brooklyn, N. Y. 
191 East 17th Street, Brooklyn, N. Y. 
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2785 West 35th Street, Brooklyn, N. Y. 

c/o Bershad, 691 Gerard Avenue, Bronx, N.Y. 
101 Lincoln Road, Brooklyn, N. Y. 

26 Post Street, Yonkers, N. Y. 

36 Plaza Street, Brooklyn, N. Y. 

1563 Hoe Avenue, New York City 

150 William Street, New York City 

25 West 43rd Street, New York City 

940 East 180th Street, New York City 

151 Virginia Street, Buffalo, N. Y. 

191-05 35th Avenue, Flushing, N. Y 

628 Schenck Avenue, Brooklyn, N. Y. 
9102—98th Street, Woodhaven, N. Y. 
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4118 Carpenter Avenue, New York City 
2290 Davidson Avenue, Bronx, N. Y. 
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80-15 Grenfell Avenue, Kew Gardens, N. Y. 
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441 Brooklyn Avenue, Brooklyn, N. Y. 

22 Rutgers Street, New York City 
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540 Martense Avenue, Teaneck, N. J. 
1371 56th Street, Brooklyn, N. Y. 
114-24—205th Street, St. Albans, N. Y. 
580—80th Street, Brooklyn, N. Y. 

153 Peach Street, Buffalo, N. Y. 

1447 Wilkins Avenue, New York City 

565 Fifth Avenue, New York City 
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1667 Ocean Parkway, Brooklyn, N. Y. 
2134 East 36th Street, Brooklyn, N. Y. 
947 Montgomery Street, Brooklyn, N. Y. 
47 Park Avenue, Milliston Park, N. Y. 
194 Riverside Drive, New York City 

675 Empire Boulevard, Brooklyn, N. Y. 
331 Hamilton Avenue, Paterson, N. J. 
1576 Ocean Avenue, Brooklyn, N. Y. 
3024 West 2nd Street, Brooklyn, N. Y. 
3024 West 2nd Street, Brooklyn, N. Y. 
3925 Ainslie Street, Chicago, II. 

1810 Longfellow Avenue, New York City 
34 Greenway Terrace, Forest Hills, N. ¥. 
827 East 170th Street, New York City 
547 Howard Avenue, Brooklyn, N. Y. 
500 Fort Washington Avenue, New York City 
10 Jackson Street, Staten Island, N. Y. 
621 West 171st Street, New York City 
11 Burbury Lane, Great Neck, N. Y. 

889 Gates Avenue, Brooklyn, N. Y. 

1975 Honeywell Avenue, New York City 
5 West 63rd Street, New York City 

2958 Roberts Avenue, New York City 
3030 Brighton 12 Street, Brooklyn, N. Y. 
60 East 42nd Street, New York City 
1735 Townsend Avenue, New York City 
3315 Cruger Avenue, New York City 
320 West 83rd Street, New York City 
609 West 187th Street, New York City 
724 East 27th Street, Brooklyn, N. Y. 
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24 Bennett Avenue, New York City 

175 Sumner Avenue, Brooklyn, N. Y. 
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75 White Oak Street, New Rochelle, N. Y. 
285 Fort Washington Avenue, New York City 
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50 Shaler Avenue, Hudson Heights, N. J. 
41 Seminary Street, Auburn, N. Y. 
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448 State Street, Brooklyn, N. Y. 

947 East 29th Street, Brooklyn, N. Y. 
2166 Broadway, New York City 

87-30 113th Street, Richmond Hill, N. Y. 
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193 Keer Avenue, Newark, N. J. 
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670 Riverside Drive, New York City 
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1306—78th Street, Brooklyn, N. Y. 
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2036—80th Street, Brooklyn, N. Y. 

1075 Bryant Avenue, New York City 
1586 Second Avenue, New York City 
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Contingent Liabilities and Commitments 
"THE papers which follow were 


presented at a_ round-table 
forum meeting on the evening of 
October 26, 1938, at the Town Hall 
Club, under the direction of the Com- 
mittee on Contingent Liabilities and 
Commitments. The meeting was 


opened by Mr. Victor H. Stempf, 
Vice President of the Society, who 
discussed the development and pur- 
pose of these meetings and then in- 
troduced Mr. John Fraser, Chair- 
man of the Committee, who presided. 


LF he Difference Between Contingent Liabilities 


and Material Commitments 
By Josepu Getz, C. P. A. 


To me has been assigned the task 
of defining as well as distinguishing 
the differences in the meaning of the 
terms “Contingent Liabilities” and 
“Material Commitments”. Despite 
the importance of the subject contin- 
gent liabilities, there appears to be a 
paucity of written material on it. 
Since first accountants took their 
“pen in hand”, it is surprising to note 
that according to what was submit- 
ted to me by the American Institute 
librarian, the bibliography on the 
subject covers less than a page and 
a half. 


Now, as to definitions — First: 
what is a liability? A lot of people 
have said that it is anything owed by 
a business, i.e.,a debt. I do not think 
anyone will want to argue about that 
—but liabilities fall into various clas- 
sifications. The classifications of 
current and fixed liabilities, we may 
immediately dismiss from our dis- 
cussion; other groupings or classifi- 
cations cannot be so lightly dis- 
missed. Deferred Liabilities, Ac- 
crued Liabilities, Deferred Credits ta 
Income, Contingent Liabilities, Re- 
serves, Appropriations of Surplus 
and Commitments; these present the 
question as to where the line of 
demarcation, if any, between contin- 
gent items and definite debts is to be 
drawn. 


What do the dictionaries say? 
Standard Dictionary defines the word 
contingent as “something which 


is liable to occur but is not determin- 
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able by any rule or law; resulting 
from an agency or agencies, the op- 
eration of which is uncertain, not 
predictable, fortuitous”. This defi- 
nition seems to fit the term well as 
we use it in a technical sense. Funk 
& Wagnall says in regard to a com- 
mitment, that it is “an act of engage- 
ment or pledging”. This does not 
seem so fully to describe the term as 
we understand it from the business 
or accounting concept. As to the 
meaning of the term “material” used 
in conjunction with commitment, 
the Committee seems to agree that 
“material” is not a noun but an ad- 
jective. It does not refer to merchan- 
dise, but to the significance or im- 
portance of the commitment to the 
financial condition of the concern, ir- 
respective of the type of the commit- 
ment. 

To eliminate from our discussion 
the other groupings of liabilities 
which may somewhat smack of being 
indeterminate or uncertain, let us 
arrive at some definition of Contin- 
gent Liabilities. Taylor and Miller 
in their book on “Intermediate Ac- 
counting” say that “contingent lia- 
bilities are not liabilities, but are 
items which may become liabilities 
under certain circumstances”. This 
definition, eliminates accruals from 
the province of our discussion, be- 
cause accruals actually are debts, per- 
haps not yet billed, but nevertheless 
incurred to the statement date, and 
properly allocated to the past period 
under review. Sometimes, we run 
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across the term “Deferred Liabili- 
ties,” which may be somewhat of a 
misnomer. It can be said to be 
proper, however, where it is used to 
distinguish certain debts from the 
current liabilities; there may be an 
element of uncertainty sometimes in 
regard to items which would make 
a debt, while definite in amount, yet 
payable upon the happening of some 
future event. Perhaps, also, this 
“deferred liability” category may in- 
clude the situation where a specific 
item becomes a debt only if a spe- 
cific asset is collected, as for instance, 
where a motion picture distributor, 
according to his contract with the 
producer of the motion picture, is 
required to pay a percentage of the 
excess he collects from exhibitors 
over a minimum provided for in the 
contract. This is called “overage” 
and is payable by the distributor to 
the producer when the distributor 
collects the excess from the exhibi- 
tor. The amount of overage due the 
producer may be a “deferred liabil- 
ity.’ Another example is where a 
Golf Club is liable for the dues tax 
to the Government only when it col- 
lects the dues, plus tax, from its 
members; it shows as accounts re- 
ceivable, the total amount due from 
members and the liability for the tax 
is a “deferred liability” until the 
member pays. 

Finney, in his book “Principles of 
Accounting” gives an_ interesting 
viewpoint in regard to contingent 
liabilities. He states that a contin- 
gent liability is a possible debt and 
that it is important to note the dif- 
ference between contingent liabili- 
ties and contingent losses. If a con- 
tingent liability involves also a con- 
tingent loss, and if the contingency 
is likely to become a reality, then a 
provision should be made for the 
loss by the creation of a reserve. To 
illustrate how contingent liabilities 
can be contingent losses, he states 
that where a law suit is pending, 
which may require the payment of 


damages for patent infringement, that 
there is both a contingent liability 
and a contingent loss; that where 
dividends are in arrears on cumula- 
tive preferred stock, there is a con- 
tingent liability for the dividend, but 
no contingent loss; and that in the 
situation where accidents or other 
causes may destroy property carried 
as an asset, we can have a contingent 
loss but no contingent liability. 
Following through on Finney’s 
theory, it would appear necessary to 
set up a reserve, either through a 
charge against current operations, or 
through an appropriation of surplus, 
where the contingent liability repre- 
sents also a possible loss; but that a 
contingent liability without a loss, 
or a contingent loss without a con- 
tingent liability, does not disturb the 
balance sheet except through the 
medium of footnotes. Whether re- 
serves or footnotes to the balance 
sheet are to be favored, for contin- 
gent liabilities will, I hope, be dis- 
cussed by the subsequent speakers. 


None of the writings on this sub- 
ject appears to deal with the ques- 
tion whether there is any difference 
in the treatment of the terms “con- 
tingent liability” and “material com- 
mitment.” Both are usually consid- 
ered in the same category. I am of 
the opinion, however, that there is 
a “material” difference between the 
two. While a contingent liability 
represents a possible debt or a pos- 
sible loss, a commitment exists as a 
definite liability. While it may not 
be a debt at the statement date, 
there is no doubt that it will become 
a debt in the future; but when it 
does come into existence, its full 
effect will be felt by the subsequent 
period rather than the current one, 
and it will not only affect the lia- 
bility side of the balance sheet, but 
will produce a compensating asset or 
contra for the asset side. A commit- 
ment for the purchase of materials 
and supplies will produce inventory, 
while a commitment to extend plant 
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facilities or purchase new properties 
will produce an increase in the fixed 
assets account, and a commitment 
to purchase stock or securities will 
increase the company’s holdings of 
such investments. 

The question may be properly 
raised as to what the next periods’ 
or next years’ or next decades’ opera- 
tions have to do with the current pe- 
riod. Have not we, as accountants, 
fulfilled our duty, when we have re- 
ported upon the past and the present, 
and won’t we do well enough if we 
do that and leave the future to the 
prognosticators and  soothsayers? 
However, there is an increasing ten- 
dency for credit grantors and inves- 
tors to want to know not only what 
has happened and what is the pres- 
ent picture but also what is around 
the corner, what does the future 
hold in regard to a continued im- 
provement or decline of the present 
picture. Many credit grantors now 
require that borrowers submit a fore- 
cast or budget for the next period, 
with the current financial statement. 
Perhaps this tendency may be irre- 
sistible and in the future, account- 
ancy may not only be interpreted to 
be the science of properly recording 
past transactions, but also of pre- 
senting the figures in a manner 
which will enable, as far as possible, 
a prognastication of the future trend 
of the client’s business. 

Illustrative of the growing import- 
ance of the subject of commitments 
is the letter of January 14, 1938 sent 
by the Committee on Stock List of 
the New York Stock Exchange to 
the Presidents of companies listed 
on the New York Stock Exchange. 
The letter recommends that the fol- 
lowing disclosures with regard to 
commitments are desirable in annual 
statements in those cases where the 
related conditions exist: 


(1) That each corporation should 
advise its stockholders that as 
an incident to its conduct of its 
business, it enters into future 
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commitments for purchase and 
sale of commodities to such an 
extent that it may become a 
material fact in the corporation’s 
financial position ; 

If the purchase commitments 
prices exceed the current pur- 
chase price to a material extent, 
the corporation should disclose 
the indicated excess over market 
price and what amount of re- 
serve has been provided or is 
available for such difference. If 
offset by firm sales, commit- 
ments to responsible buyers, no 
reserve is necessary, but the 
facts should be disclosed ; 


If widely fluctuating prices ex- 
ist, even though at the date of 
the balance sheet, market prices 
may be equal to or greater than 
commitment prices, this is a 
matter of material importance in 
the financial position of corpo- 
rations, and should be mentioned 
in the supplemental information 
or footnotes to a balance sheet, 
even though not affecting bal- 
ance sheet or accounts. 


The letter also recommends that 
in interim reports, this subject 
should be treated carefully, 
with the thought that the ob- 
ject sought is the enlightenment 
of stockholders, and that execu- 
tives should determine the pre- 
cise form the information should 
take. 


(2) 


(3 


— 


As a general rule for the purposes 
of financial statements when we are 
concerned with a commitment, we 
are concerned with a liability, and 
will report upon it only when it will 
have a material effect upon the bal- 
ance sheet. We are concerned pri- 
marily with the difference between 
the price of merchandise contracted 
for and the market price if it is low- 
er; or when a commitment has been 
made to acquire a plant or securities, 
we are concerned whether such com- 
mitment may encroach on the pres- 
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ent ratio of current assets to current 
liabilities, unless, we have ascer- 
tained that satisfactory arrange- 
ments have been made for the financ- 
ing of the proposed new acquisitions. 

Another phase of the commitment 
liability arises where a concern has 
entered into firm sales contracts for 
future delivery at a fixed price, and 
it has failed to make purchase com- 
mitments for its requirements; if a 
rising market exists, the fulfillment 
of the sales contracts may entail a 
considerable loss. 

A presentation of this subject in- 
tended as a background would be 
incomplete without reference to 
Sanders, Hatfield & Moore’s “State- 
ment of Accounting Principles’ — 
from which the following quotations 
are taken: 


“This view requires that any 
statement shall show adequate re- 
serves to provide against all rea- 
sonable contingencies, even though 
these are not susceptible of pre- 
cise definition or measurement. 
Whether these reserves will be of 
the nature of appropriated surplus, 
or allowances recording subtrac- 
tions from specific assets, or gen- 
eral contingency reserves, will 
depend upon the circumstances of 
the individual case. In many in- 
stances, the management and its 
accounting advisers will have to 
decide as best they may, knowing 
that the provision they are setting 
up partakes of the nature of more 
than one of these categories.” 


(page 13) 


Again, dealing with Contingency Re- 
serves 


“It is a well settled rule that 
reserves shall be set up for specific 
contingencies which threaten with 
more or less imminence and cer- 
tainty ; in such case it is preferable 
to report the amount of the re- 
serve and nature of the contin- 
gency, unless such announcement 
would unduly increase the contin- 


gency for which provision is being 
made. 

“General reserves for more re- 
mote and undefined contingencies 
are also sometimes necessary ; in- 
dication should be given, by their 
place in the balance-sheet or other- 
wise, whether or not they are for 
the time being regarded by the 
company as subdivisions of sur- 
plus.” (page 15) 


And, with respect to Contingent Lia- 
bilities : 

“Contingent liabilities, such as 
those in connection with pending 
lawsuits or guarantees of various 
kinds, are rarely shown in the 
body of the balance-sheet. It is, 
however, good practice to call at- 
tention to the existence of mate- 
rial contingencies either parenthe- 
tically or in a footnote. 


“If the amount which will prob- 
ably fall due, as for instance in the 
case of the liability to redeem 
trading stamps, can be estimated, 
that amount should appear in the 
balance-sheet not as a contingent 
but as an actual liability. It is a 
matter for nice judgment to de- 
termine when a contingency be- 
comes sufficiently threatening to 
require entry in the balance-sheet 
proper. Moreover, a company is 
not called upon to publish a spe- 
cific amount of liability if by so 
doing it would prejudice its own 
position in controversy. 


“When receivables are endorsed 
and discounted at a bank, the best 
treatment is that followed by the 
banks themselves of showing the 
item both as an asset and as a 
current liability. Alternative treat- 
ments which are recognized as 
proper are to show the amount 
of discounted notes (a) as a deduc- 
tion from the notes-receivable as- 
set item, (b) entered short in the 
body of the balance-sheet, or (c) 
as a footnote.” (page 82) 
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What I have said here will, I 


hope, be provocative of further dis- 
This subject is receiving with in accounting literature. 


cussion. 


increasing attention and unfortu- 
nately has been insufficiently dealt 


Commitments 


By Grorce W. BrepEMEYER, C. P. A. 


In presenting a study of the sub- 
ject of commitments, it should be 
stated at the outset that the sphere 
of theoretical knowledge that is 
available from text books and peri- 
odicals is rather limited so that pres- 
entation of the subject, in my case 
at least, would have to be quite 
original in form and substance. To 
temper that somewhat, however, I 
am able to say that my search for 
material included an intensive study 
of financial reports in general and 
more specifically a thorough review 
of prospectuses and various pub- 
iished fiscal reports well diversified 
as to business activities. In all these 
cases the leading accountants of the 
country had a hand in the prepara- 
tion so that insofar as the practical 
side of the subject is concerned the 
material presented is endorsed by 
the best authority obtainable. 

Commitments defined as we un- 
derstand them simply mean engage- 
ments to fulfill financial obligations 
on a date subsequent to the balance 
sheet date, or, we might say they 
are contractual obligations to be con- 
summated subsequent to that date. 

Without limiting the generality of 
the term “contractual obligations”, 
I want to submit to you some items 
of commitments known as such, but 
not so frequently found under this 
caption ; for instance, when the term 
is used in speaking of the money mar- 
ket to signify liabilities arising in the 
immediate future. Thus, to say, 


“money is easy, as there are no fresh 
commitments”, means that loanable 
capital is available to borrowers at 
low rates because no big demands 
for capital are anticipated for the 
time being. 


Then again, we have the commit- 
ment relative to the commodity mar- 
ket where deals are constantly being 
made for cotton, grains, metals, pro- 
duce, etc., for future delivery. Such 
commitments assume huge propor- 
tions when markets fluctuate sharply 
causing heavy losses in liquidation, 
as occurred in 1929. 

As example of a commitment for 
the future delivery of a commodity, 
I submit the following: 

A sugar company is committed to 
delivery of tons of sugar on 
short sales of sugar future contracts. 
Market fluctuations indicate no pres- 
ent loss on these commitments. The 
same company has sold £.... ster- 
ling in anticipation of sugar sold for 
future delivery to be paid for in 
£ sterling. 

I shall now discuss these classes 
of commitments which are more in- 
dicative of the items frequently found 
under this caption, commitments 
arising in commercial business gen- 
erally. 


1. Purchase commitments and un- 
fulfilled sales orders: 


While it is not the general practice 
to show in balance sheets future 
commitments for sales or purchases 
in the ordinary course of business, 
it should be done whenever the in- 
formation is essential to a true state- 
ment of financial position. The old 
argument of the business man to the 
effect that such information possibly 
disclosed trade secrets and was valu- 
able to competitors, thereby giving 
them undue advantage, has had to 
give way to principles of good ac- 
counting, supported by the require- 
ments of the Securities and Ex- 
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change Commission and credit insti- 
tutions. There is not much doubt 
about stating commitments when 
there are losses, when commitments 
are in excess of ordinary require- 
ments or when the financial situation 
is precarious. 

Most manufacturing and trading 
concerns must contract in advance 
for goods and materials and it is 
important that the accountant report 
the commitments where the liquida- 
tion of the liabilities may be effected 
thereby. Against such purchase con- 
tracts there should of course be sales 
contracts for future delivery. It is 
evident that the accountant should, 
when dealing in his report with pur- 
chase commitments, also make men- 
tion of the sales contracts and in 
such a manner as to clearly show 
their relationships to the purchase 
contracts. 

In case of doubt as to the propriety 
of showing possible losses in connec- 
tion with unfulfilled purchase con- 
tracts the doubt should be resolved 
in favor of disclosure and against 
suppression. 

When there is an indication that 
the situation relative to future pur- 
chases will cause a loss, the follow- 
ing example for notation on the 
balance sheet may be considered. 

The unfulfilled purchase contracts 
aggregate $.... at date of balance 
sheet, and after applying thereto the 
unfulfilled sales contracts in excess 
of the inventory at that date, would 
show on the basis of market values, 
an approximate loss of $..... 

I have taken as examples a number 
of footnotes applicable to such com- 
mitments which are reflected in the 
following : 


Automobile company balance 
sheet: “The company was commit- 
ted to purchase certain raw materials 
at prices, which, in the aggregate, 
exceeded quoted market prices at the 
date of this balance sheet by approxi- 
mately $ 


Oil Refining corporation—Presi- 
dent’s letter: “The corporation does 
not, as an incident to the conduct of 
its business, enter into substantial 
future commitments for the purchase 
and sale of commodities at fixed 
prices. The corporation enters into 
contracts for future purchases of 
crude oil for its refineries, and its 
subsidiary, makes future commit- 
ments for the purchase and sale of 
refined petroleum products; but the 
prices for all such commodities are 
based upon market at the time of 
deliveries.” 

As stated this comment appeared 
as part of the President’s letter to 
stockholders and not on the balance 
sheet as a footnote, the accountant 
certifying presumably taking the 
viewpoint that the commitments 
were in the ordinary course of busi- 
ness inasmuch as no price had been 
stated in the contract except the mar- 
ket price at the time of delivery. 


A Paper Company showed the fol- 
lowing footnote: “The company had 
an operating agreement to take the 
production of the ‘X’ Pulp & Paper 
Company during 6 months of each 
year and to pay as the price for the 
pulp during the production period, 
all costs, expenses and charges of 
manufacturing and operating (in- 
cluding all interest on any indebted- 
ness) accruing during such period, 
plus a charge of $.... per day.” 


A Gas and Electric Company had 
the following commitment as a foot- 
note: “The Company has a contract 
with ‘X’ Company to purchase gas to 
the end of -x- time. In the event this 
contract is not renewed the company 
agrees to purchase the by-product 
coke plant from which the supply of 
gas is obtained.” 


An Aircraft Company showed that 
at the date of the balance sheet there 
were commitments and contracts for 
the purchase of materials, parts, etc., 
aggregating approximately $...... 
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Although this commitment appeared 
to be a purchase in the ordinary 
course of business the large amount 
involved was perhaps a little unusual 
and was certainly important enough 
to be stated in a footnote. 

A rather conservative footnote by 
a Roofing Company stated that the 
company was liable for purchase 
commitments negotiated in the ordi- 
nary course of its business. This 
company was conservative in other 
respects as it also included a note of 
commitment “guaranteeing all work 
against defects in materials or work- 
manship for periods of 3 to 10 years, 
depending upon the type of construc- 
tion and materials used in construc- 
tion”, the liability thereunder being 
undeterminable. 

An electric company stated the 
year-end commitments for the pur- 
chase of commodities were relatively 
small in the aggregate, and that a 
reserve had been established to cover 
the small excess of the prospective 
costs over market prices on balance 
sheet date. 

A coal company stated it had 
“commitments not included in the 
liabilities above, for future payments 
on contracts to purchase coal re- 
serves, mineral rights, * * *” (goes 
on to give details of the contract). 

A mercantile company stated: 
“There are no commitments for pur- 
chases of an unusual nature, nor at 
a price in excess of the present mar- 
ket price thereof.” 


2. Options: 


This heading would include all 
commitments granting options 
whether given in the regular course 
of business or otherwise. 

As indicated in recent balance 
sheets, this type of commitment or 
contract most frequently has to do 
with the issuance of capital stock 
of a corporation. 

A radio corporation stated in a 
note that “The option granted to 
‘C’ Corp. on December 31 for the 


purchase of shares of com- 
mon stock of the company at $.... 
per share expires 1938. 
A new option similar in all respects 
to the previous one, except for a 
change in price to $.... per share 
and expiring 1941 has 
been executed.” 

A moving-picture corporation on 
its balance sheet included the follow- 
ing footnote to cover an option agree- 
ment: “Of the total number of shares 
ot treasury stock, shares are 
reserved for options granted and for 
compensation payable in stock”; it 
was disclosed that a further com- 
mitment evidencing the right to sub- 
scribe for shares of common stock by 
the issuance of warrants and that at 
the balance sheet date certain war- 
rant holders had exercised such 
rights. 

An option agreement to buy or 
sell stock may be granted to an offi- 
cer of a corporation and should be 
shown as a commitment on a bal- 
ance sheet; as was done in the case 
of an aircraft corporation which 
stated in a footnote that an agree- 
ment existed between the company 
and one of its vice-presidents where- 
by the company undertook to sell 
and the vice president undertook to 
buy certain shares of the unissued 
capital stock at $.... per share with- 
in a certain period from the date of 
contract. 


3. Contracts for the purchase, ex- 

- tension or construction of land, 

buildings, machinery, equip- 
ment, fixtures, etc. 


This is a rather common form of 
commitment. In calling attention 
by footnote that commitments ex- 
ist for the future delivery of equip- 
ment and for building construction 
the fact that liabilities may exist for 
completed work at the balance sheet 
date should not be overlooked. 
Where a company building a new 
addition to its factory received from 
the contractor doing the work a 
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statement or bill subsequent to the 
balance sheet date indicating work 
completed up to the date of the bal- 
ance sheet a liability has been in- 
curred which should be included as 
a liability on the balance sheet while 
the incompleted work to be done un- 
der the construction contract be- 
comes the subject of a footnote. 

Commitments of such nature are 
reflected in the following examples: 

A transit corporation stated that 
purchase orders had been placed for 
rapid transit equipment to cost ap- 
proximately $... deliveries of which 
were expected to be made subsequent 
to the balance sheet date. 

A steel company showed commit- 
ments under contracts for additions 
to plant facilities not included in the 
balance sheet at ...... date amount- 
ing to approximately $....... 

A motor company in a footnote 
stated “The company has ordered 
40 new double-deck motor coaches, 
a portion of the purchase price of 
which is payable upon delivery of the 
coaches and the balance over a 
period of years. None of these 
coaches had been delivered at bal- 
ance sheet date and consequently the 
liability and related asset have not 
been reflected in the balance sheet”’. 

A dry goods corporation stated in 
a footnote that at the balance sheet 
date “Constituent companies have 
planned or contracted for additions 
to building, improvement, and fixed 
assets, not reflected above because 
not chargeable at date, in the ap 
proximate aggregate of $...... ; 


4. Contracts for the purchase of 
stock in other corporations. 


A good example will be seen in the 
following note taken from the bal- 
ance sheet of a power and light com- 
pany: “Commitment to purchase se- 
curities at date subsequent to balance 
sheet date $.... with contingent lia- 
bility of $....”. In this case the 
company contracted to purchase cer- 
tain shares of another power and 


light company for the amount stated, 
the purchase price, however, being 
subject to adjustment which pro- 
vides for an additional amount (and 
this is where the contingent liability 
comes into the picture) if at any 
time within three years after delivery 
of the securities the average price 
per share shall equal $.... or more. 

And here is one from a gas and 
light company: “Subscriptions to 
obligations amount to $.... not in- 
cluded in the total liabilities shown 
on balance sheet”. 


5. Contracts for conversions of 
bonds and stocks 


Such commitments would take the 
form of a note as follows: “There 
have been reserved shares of 
common capital stock for issue upon 
conversion, one and a half for each 
share of Series A convertible cumu- 
lative preferred stock”. 

A paper company had the follow- 
ing for a similar commitment: “There 
have been reserved . shares of 
the unissued $1.00 par value common 
stock, for issuance at $5. per share 
under management profit-sharing 
stock plan approved by the stock- 
holders on date”. 


In summing up this discussion on 
commitments I think I have given 
you enough descriptive material to 
cover the various notes one would 
ordinarily find upon examination of 
a large number of financial reports. 
The examples given, however, by 
no means cover the entire field of 
commitments. 


In making an audit or examina- 


’ tion of a business enterprise it would 


be necessary to start with the charter 
itself, and then to inspect contracts 
and agreements and the minutes to 
be able to ascertain what contractual 
obligations had been made commit- 
ing the business financially. 


To complete his engagement the 
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accountant may have the proper of- 
ficial certify in respect to commit- 
ments but a thorough examination 
should first be made by the account- 


ant to the end that at least no im- 
portant commitment which such an 
examination would disclose is over- 
looked. 


Contingent Liabilities Other Than Commitments 
By E. Kreyjcu, C. P. A. 


» a preface to the comments in 
connection with certain kinds of 
contingent liabilities the following is 
quoted from “A Statement of Ac- 
counting Principles”, a monograph 
which has evoked considerable inter- 
est in accounting circles prepared by 
Messrs. Sanders, Hadfield & Moore: 


“Tt is a matter for nice judgment 
to determine when a contingency be- 
comes sufficiently threatening to re- 
quire entry in the balance sheet 
proper. Moreover, a company is not 
called upon to publish a_ specific 
amount of liability if by so doing tt 
would prejudice its own position in 
controversy.” 


Contingencies which have not be- 
come sufficiently threatening to re- 
quire entry in the balance sheet prop- 
er but require a footnote appear to 
be divided into two classes: 


(a) Where the approximate amount 
cannot be determined, either 
by conservative estimate or 
from current information, and 


(b) Where the approximate dol- 
lar amount is stated thereby 
establishing a basis for ascer- 
taining its relative importance 
to the financial position as 
shown in the balance sheet. 


As one illustration of the first class, 
i. e., where no amount is stated, a 
newspaper headline, appearing on 
September 25, 1938 may be of inter- 
est, “East starting storm repair ; 600 
dead after Wednesday’s hurricane, 
loss at $350,000,000”. For many 
years some accountants have been 
setting forth a note under contingent 
liabilities reading somewhat as fol- 


lows: “The company carries part 
of its insurance with mutual and re- 
ciprocal insurance companies, and, 
accordingly, it is subject to a contin- 
gent liability of an indeterminate 
amount; such liability is remote on 
the basis of past experience of such 
companies”. In many instances and 
often for business reasons, clients 
have opposed the inclusion of this 
note disclosing mutual insurance 
coverage. While having no immedi- 
ate first-hand information on the 
losses suffered by mutual insurance 
companies operating in New Eng- 
land there can be no doubt that the 
impact will be felt financially and 
justifying, therefore, the account- 
ants conservatism in requiring the 
footnote. 

Another more common contingent 
liability of the first class, appearing 
in balance sheets of innumerable 
corporations reads somewhat as fol- 
lows: “For pending litigation, 
amount not determinable”. Law- 
suits are often governed by the na- 
ture of the business and by its prox- 
imity, literally speaking, to the gen- 
eral public, or shall we say the “man 
in the street”. Corporations having 
a close contact with the public may 
be faced with lawsuits ranging from 
the tenant against the corporate 
landlord, a traveler against the car- 
rier, a customer against a food dis- 
penser for injurious substances 
found in food, a customer against 
retailers for bodily injuries sustained 
on conveyances. With a little play 
of the imagination any number of 
possible lawsuits against clients may 
be visualized. Often, the aggregate 
of lawsuits exceeds the insurance 
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carried by clients for such contin- 
gencies. But experience has proven 
that many actions are in the nature 
of “nuisance suits” and perforce, the 
amounts named are fantastically 
high. As a result, in instances of 
this character the aforementioned 
footnote has become quite common. 
Legal actions not dealing with the 
general public in the sense just men- 
tioned, for which, in many instances 
no insurance has been provided, may 
be illustrated, in part, as follows: 


(a) For patent infringements. 
(b) For royalties in dispute. 
(c) For plagiarism, in respect of, 


for example, publications, 


motion picture productions, 
etc. 


(d) For sundry claims, such as in- 
juries to employees not cov- 
ered by insurance. 


In all of these instances, before set- 
ting forth the footnote “amount not 
determinable” full consideration 
should be given to the effect on the 
solvency and financial status gener- 
ally, of the client if compelled to 
meet the contingency in the form of 
an actual obligation. If the impossi- 
bility of the determination of the 
amount is based on an opinion rend- 
ered by attorneys to the accountants 
or by the client direct, perhaps the 
disclosure of the source of this opin- 
ion should be stated. A contingent 
liability particularly significant at 
the termination of a lease in in- 
stances of chain store organizations 
having a large number of leases, has 
its origin in the terms of the leases 
requiring the tenant to restore the 
rented property to the same state 
as existed at the time premises were 
rented. On the other hand, on the 
subject of leases, it is not common 
practice to state the landlords claims 
contingent upon the lessee’s bank- 
ruptcy. 

The second group of contingent 
liabilities, i.e., where amounts are 


usually disclosed, originate from 
financial transactions entered into 
either during a period under review 
or in prior periods. Since they arise 
from tangible evidence usually, al- 
though not always, found in the 
financial records, it is usually possible 
to state the amount of the contin- 
gency. The more common examples 
of this class are “notes receivable 
discounted”, “guarantor of letters of 
credit”, “guarantee of principal and 
interest of subsidiaries’ bonds”, “pro- 
tested tax claims”. In passing it 
may be said that it has been the prac- 
tice to show, as a balance sheet foot- 
note, the unused balances of letters 
of credit so as to afford the reader 
a basis of determining its effect on 
the current ratio, although it has 
been recognized that they are not 
contingent liabilities. 

It may be generally stated that most 
of the foregoing contingences can usu- 
ally be ascertained from sources of 
information such as minutes of meet- 
ings, correspondence with attorneys 
and insurers, inquiries of banks in 
respect of endorsements, guarantees, 
etc. A good test of the ingenuity of 
the accountant is presented in a con- 
tingent liability such as “guarantee 
of interest on customers’ bank loans, 
amount of loans $750,000.00”. Inas- 
much as the bank loans to customers 
probably enabled them to liquidate 
their indebtedness to the client, no 
balances might appear outstanding 
as of the balance sheet date, and, 
accordingly, no confirmations would 
be required from such customers. 
Further, it is possible that the cus- 
tomers do not have the same deposi- 
taries as the creditor corporation, 
and, therefore, ordinary bank con- 
firmations would not necessarily dis- 
close the guarantees. It would ap- 
pear that unless the client volun- 
tarily disclosed such guarantees the 
accountant would be at a consider- 
able disadvantage in trying to ascer- 
tain them. 

Organizations often find it either 
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necessary or expedient to sell their 
accounts receivable to finance com- 
panies with a repurchase agreement 
applicable to uncollectible accounts. 
The resulting contingency has been 
expressed somewhat as follows: “To 
repurchase from banks delinquent 
balances on instalment sales con- 
tracts sold to banks, $100,000.00”. 


During the depression years many 
balance sheets have reflected a con- 
tingent liability “for guarantor of 
employees’ loans, $100,000.00”. This 
type of a contingency is perhaps an 
aftermath of the 1929 stock market 
crash which left many employees’ 
loans in a precarious position and 
banks demanded guarantees. 


With the advent of the Securities 
and Exchange Commission and its 
requirements for disclosure of con- 
tingencies a new note has appeared 
as follows: “Possible contingent lia- 
bility idemnifying John Doe & Co., 
as accountants, and Broad and Wall, 
as underwriters, under certain con- 
ditions against liability arising out 
of the registration of securities un- 
der the Federal Securities Act”. 
While a contingent liability of this 
character has not been universally 
expressed in balance sheets, the ques- 
tion has been raised whether regis- 
trants were bound to make mention 
in financial statements, and auditors 
were to insist upon such mention, of 
contingent liabilities for guarantees 
to underwriters, directors, officers, 
stockholders, or others underwriting 
contracts, where the registrant agrees 
to indemnify such other parties 
against loss for suits on account of 
alleged untrue statements, etc., in 
registration statements or prospec- 
tuses. This question of disclosure 
probably arises at times when regis- 
tration statements or prospectuses 
are prepared and while of general in- 
terest no standard procedure seems 
to have been adopted. 

A contingent liability is often 
found in the balance sheet of a parent 
corporation such as “guarantee of 


indebtedness of subsidiary compan- 
ies” and “guarantees of the payment 
of operating expenses of subsidiary 
companies”. In the consolidated bal- 
ance sheet the statement of these 
contingencies is eliminated. 


Generally, contingent liabilities in 
the form of litigation do not mention 
the amount; however, we find occa- 
sionally the following: “Contingent 
liability for pending litigation not ex- 
pected to exceed $100,000.00”. Here 
is an illustration of the mentioning 
of an amount that is probably mate- 
rial and may have been arrived at by 
the clients’ attorneys, although if 
that fact is not mentioned it would 
appear that the estimate is approved 
by the accountant. While the gov- 
erning factor is the effect a maximum 
loss in a lawsuit would have on the 
financial condition of the company, 
nevertheless it seems somewhat 
afield for accountants to express an 
opinion as to maximum or minimum 
liabilities under lawsuits. 

Unpaid cumulative dividends on 
preferred stock have always been 
disclosed in a balance sheet either as 
a footnote or otherwise. However, in 
the event minority interests in a sub- 
sidiary company have a claim to un- 
paid dividends the question arises as 
to the disclosure on the consolidated 
balance sheet. The element of con- 
tingency is present and particularly 
if the subsidiary is financially able to 
meet the dividend requirement due 
consideration should be given to ac- 
tually recording the liability to 
minority interests in the balance 
sheet proper. Apparently no set rule 
has been followed in this connection, 
leaving it open for discussion. 

Contingent liabilities have often 
been found to exist depending upon 
certain financial plans to retire de- 
bentures or preferred stock, or when 
a convertible feature exists pertain- 
ing to converting stocks into bonds. 
In the event that changes have taken 
place between the balance sheet date 
and the date of the accountants’ re- 
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port, mention is usually made of the 
additional liability. 

To conclude, balance sheets of re- 
cent years appear to disclose, com- 
prehensively, various contingent lia- 
bilities arising from the methods 
employed in the business, from the 
financial structure of the corpora- 
tion, and from abnormal transactions 
that create contingencies. Those 
mentioned herein are not intended to 
be comprehensive, inasmuch as all of 
us have had these and other experi- 
ences but it may afford a basis for 
discussion to state in general terms 
that any contingency which may (1) 


materially affect the result of opera- 
tions (such as substantial decline in 
market prices of commodities) or (2) 
adversely affect current ratio (such 
as additional tax assessments) or 
(3) seriously freeze working capital 
(such as disproportionately large 
commitments), requires careful con- 
sideration in respect of form of dis- 
closure by footnote ; and as such con- 
tingencies approach determinable 
liability it becomes increasingly de- 
sirable to reflect such liabilities in 
the body of the financial statements 
by reflecting the pertinent liabilities 
or establishing reserves. 
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Following the speakers the chair- 
man announced that the meeting 
was open to questions from the floor. 
The following are extracts from the 
discussion : 


Mr. Bowman: In connection with 
a coal contract taken at the early part 
of the year, commitments for which 
have not been made as yet for pur- 
chases,—the amounts to be delivered 
on coal contract are specifically 
stated in the contract but may vary 
anywhere from ten to fifty thousand 
tons. Deliveries are to be made in the 
year following the close of the cur- 
rent fiscal period. Some of the com- 
mitments are made at prices that are 
determined and some prices are to be 
determined at the time that the de- 
livery is to be made. 

How should the footnote be made 
in conjunction with a balance sheet 
for the current fiscal period? 


Mr. Bredemeyer: If the price 
stated in the contract is more than 
the market price at the balance sheet 
date, than I would say definitely that 
there is a loss which should be stated 
on the balance sheet. On the other 
hand, if the contract price is less than 
the market price, a footnote would 
be quite unnecessary. 


Mr. Bowman: Also something has 
to be said in connection with the 
total amount of tonnage varying 
from ten to fifty thousand tons. 


Mr. Bredemeyer: Well, that would 
appear to be in the ordinary course 
of business. In case of heavy pur- 
chases hit by unfavorable market 
fluctuations or some other adverse 
condition—then I think the account- 
ant should comment accordingly. 


-A Member: I think, under that 
coal contract arrangement, the whole 
contract would be voided because, 
under the Guffey Law, you could not 
make a contract under thirty days. 


Mr. Seidman: Presuming that you 
are preparing a balance sheet at 
December 31, 1937, and assume that 
one of the items picked up by your 
examination is the fact that addi- 
tional assessment has been made in 
connection with the examination of 
the 1936 tax return by the Federal 
revenue department. The tax return 
for the year 1937 has been prepared 
on substantially the same basis as 
the 1936 income tax return, and ac- 
cording to your best belief it is likely 
that an additional assessment will be 
levied at the time of the examination 
of the 1937 return. 

Would you, in the comments or by 
footnote, indicate that the 1937 re- 
turn merely had not been examined 
or was prepared on the basis of your 
report, or would you indicate in ad- 
dition that it was prepared on a basis 
of the 1936 tax return on which an 
additional tax assessment was pend- 
ing? 

Chairman Fraser: It seems to me 
that if I were preparing the balance 
sheet I would not give the Depart- 
ment of Internal Revenue notice that 
there was another liability they 
should look for, which might happen 
if a footnote were made. I would. in- 
stead, try to sell the client the idea 
that the best thing for him to do 
would be to set up a liability for con- 
tingencies to cover the item, or in- 
crease the reserve for taxes to an 
amount which would cover the item. 


A Member: I notice that there are 
some coal men in the room and I 
should like to present another prob- 
lem concerning the coal mining in- 
dustry. If I do not get an answer 
from the table I will get one from the 
room, I hope. 

This involves a casualty provision 
on mining operations. The compen- 
sation laws in the state of Pennsyl- 
vania provide for a fixed rate of com- 
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pensation to the family of the victim, 
and those amounts are rather large 
and cover a period of years. In a 
sense there is a fixed liability estab- 
lished in a rather large amount, al- 
though that liability may vary with 
certain happenings in the family of 
the victim so that, in a sense, the 
amount is not as definite as it ap- 
pears at the outset. 

The amount is payable over a long 
period of years in some cases. To 
set up the liability as determined at 
the time of the casualty would put 
a severe strain on the capital posi- 
tion of the company, and yet to omit 
it might mean omitting a liability. 
It seems to me that there may be 
required a compromise between a 
statement of a liability and perhaps 
a footnote to the effect that pay- 
ments in future years will be required 
in accordance with the contractual 
obligation of the company to com- 
pensate the victims of certain casu- 
alties. 

I would like to get an expression 
of opinion of policy that may be fol- 
lowed in such cases. 


Vice President Stempf: If I may 
express a “curbstone” opinion on 
that subject, it seems to me that in 
that case you have an amount which 
is, to a certain degree, indetermin- 
ate, and that the important thing to 
do is to disclose the fact by footnote, 
possibly with maximum and mini- 
mum limits of what that obligation 
may involve in future years. 

In each of these cases, as in the 
case of the tax matter that was men- 
tioned a moment ago,-it is a question 
of materiality in connection with the 
operations and the capital structure 
and position of the company in- 
volved. If that relation is negligible 
it may be provided by actual research 
without any disclosure whatever. In 
the tax matter in respect of which 
an additional assessment had been 
alleged in 1936, that same additional 
assessment would obviously be al- 


leged in 1937 whether disclosed by 
footnote or not, and the footnote 
could be so framed as to indicate 
that the alleged assessment was go- 
ing to be challenged and contested, 
but also to indicate the limits in- 
volved. So similarly in respect to 
this casualty liability, if it is not only 
one case which in itself might be ma- 
terial in respect to the structure of 
the company but is a continuation 
of cases in a continuing business, it 
seems to me that some expression 
showing what the limits—the maxi- 
mum and minimum limits—for a 
period of the future might be, the 
call on the company to meet such 
claims, would be an adequate dis- 
closure of the situation and the only 
reasonable way in which you could 
do it. 


A Member: I wonder if the Com- 
mittee would discuss the practice of 
dating. I wonder if some member 
of the Committee will discuss that 
phase of commitments? 


Vice President Stempf: You are 
speaking of the contingent liability 
or the actual liability in respect to 
goods in transit, particularly; mer- 
chandise in transit ? 


A Member: Not particularly in 
transit, merchandise actually deliv- 
ered but the bill was delivered some- 
time after the statement date. 


Vice President Stempf: The whole 
question hinges upon when title 
passes to the purchaser. That is the 
view ‘I have always taken on it for 
many years, and even though goods 
may have subsequent dating if they 
are actually delivered and accepted, 
unless they are refused, the pur- 
chaser has probably taken title to 
them and they are therefore his ac- 
tual property, a proper part of his 
inventory, and the liability should 
be established. 

There are admittedly trade prac- 
tices in certain businesses which do 
not recognize that fundamental prin- 
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ciple, and where there is such trade 
practice I think custom has permit- 
ted, in certain trades, the exclusion 
from both sides of the balance of fu- 
ture deliveries provided the amount 
of them is disclosed. Personally, I 
think that is wrong, and in all cases 
I have tried to persuade (and I think 
successfully persuade) my clients 
that goods actually received, where 
title has passed, should be included 
in the inventory. 


We have some rather interesting 
academic questions, when that mer- 
chandise is still in transit. If the 
merchandise is in transit and has 
been shipped f. o. b. shipping point 
and the customer has taken title to 
it, then it is his merchandise regard- 
less of whether it is in his own shop, 
in his warehouse or on the train ; but 
if it has been shipped f. o. b. delivery 
point, he does not take title until 
he does actually receive and accept 
the merchandise, then title is still 
vested in the vendor and there may 
be some reasonable justification for 
the exclusion of such merchandise 
from the inventory. 


A Member: Well, I am glad to 
hear you express that viewpoint. I 
have discussed that situation with a 
great many accountants. From my 
experience I have found it is a meth- 
od of trying to falsify financial state- 
ments. The practice which has grown 
up to make a footnote or eliminate 
the dated purchases is a bad one. I 
know of many instances when people 
buy goods for the next season and 
accumulate those bills and omit them 
from the financial statement, and it 
is difficult for the company to know 
whether those goods have been sold 
or cut up or not, and the practice 
has been so developed it is a real 
handicap for the accountant to cope 
with it. It is a practice that should 
be eliminated as quickly as possible. 
I think some of the industries which 
have that practice should be dis- 
couraged from using it. 


Vice President Stempf: I have in 
mind particularly my old practice in 
the Middle West — in St. Louis — 
which at one time was a jobbing 
center. Goods were shipped in there 
and re-sold throughout the South- 
west, and in the wholesale dry goods 
trade, particularly in that district 
back in the “tens” and “twenties,” it 
was the general practice to exclude 
from inventory and from liabilities, 
dated goods — dated merchandise — 
and all goods in transit. 

I met the issue in those days by 
saying to my client, “Well, whose 
loss is it if the merchandise is de- 
stroyed by fire?”—and I think that 
is a fairly good test in nearly all 
cases. If it is your client’s loss if it is 
destroyed by fire, even if it is in- 
sured and he has to collect the insur- 
ance, it is his merchandise. If the fire 
loss is the loss of the vendor and the 
vendor would have to collect the in- 
surance and replace the goods, then 
obviously the merchandise doesn’t 
belong to the client, and I think that 
is a fairly good “rule-of-thumb” test, 
in most cases. 


A Member: Would that be of help 
in the cases when the last few days’ 
shipments are not taken in but you 
receive a letter stating he has ex- 
cluded them as a liability and that 
vou make a footnote to that effect— 
that certain goods have been shipped 
but not taken in and not considered 
an asset on the books of the vendor? 


Vice President Stempf: You mean 
he has treated it as a receivable in- 
stead of inventory? 7 


Same Member: Not as a receiv- 
able but as part of his own merchan- 
dise yet not actually shipped. 


Chairman Fraser: Some years ago 
we had a client who we found had 
been shipping merchandise to some 
of its customers in December and 
dating the invoices with a January 
date. The sales were taken up on 
the client’s books, however, as De- 
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cember sales. The seriousness of this 
procedure had, apparently, never oc- 
curred to the client until we pointed 
out that what was being done was an 
invitation to some customer to take 
the merchandise in his inventory and 
omit the liability from his books at 
December 3lst. To aggravate the 
situation, the client’s accounting de- 
partment very carefully omitted 
these items from any December 3lst 
statements which it sent to account- 
ants in verification of the customers’ 
accounts. Needless to say, the client 
after having the implications of the 
situation presented to him gave in- 
structions that all customers’ year- 
end statements were, in future, to 
show as charges, all merchandise 
shipped prior to December 31st. 


Vice President Stempf: If I may 
add just one more word, it seems to 
me elementary that in all of these 
cases we should be sure that the sys- 
tem of internal control provides for 
some independent receiving and 
shipping department records which 
may be used to get a clear cut-off of 
inventory, and particularly, when 
your organization is large enough to 
justify some type of controller’s de- 
partment or internal auditor’s depart- 
ment, that part of the instructions 
should be to see that that cut-off is 
clearly made and that merchandise 
which is received at the cut-off time 
shall be segregated in order to make 
the checking of it simple and easy. 
And there should be some reconcilia- 
tion between that cut-off in the re- 
ceiving department and the invoices 
which you receive, regardless of 
what dating they may bear. 


Chairman Fraser: I believe that a 
system of internal control is very 
important. However, a case came to 
my attention some years ago, which 
indicated that too much reliance 
should not be placed upon systems 
of internal control. The client’s re- 
ceiving system was perfect, but in 
this instance several hundred thou- 


sand dollars of merchandise which 
were received were intentionally not 
entered in the records when received. 
The receipt of the merchandise was 
discovered through another source 
than the receiving records, and the 
latter were therefore found to be, to 
put it mildly, slightly misleading. 


A Member: [| think that the entire 
practice of having bills post-dated 
should be eliminated ; I will tell you 
why. If a firm wants a dating or 
wants any additional time, I think the 
bill should be exactly the same as the 
purchase date or date of delivery and 
the purchaser should get additional 
time in which to pay the bill. In 
other words, one of the purposes of 
dating is to give a purchaser addi- 
tional time for payment. I think the 
bill should state that and the pur- 
chaser should enter the exact time 
he gets the bill. 

The entire practice with respect to 
dating of bills is an evil one and 
should be eliminated. It is very diffi- 
cult to do that unless there is a con- 
certed effort on the part of the So- 
ciety to eliminate it, because when- 
ever you find it you will find it con- 
ducive to a certain amount of evil. 
The only way is to give a firm addi- 
tional time in their credit terms. 


Vice President Stempf: I think 
the matter is not doing away with 
datings but the accountants’ view- 
point is that the dating relates only 
to credit terms and has nothing to do 
with when the title passes and the 
goods become an asset. 


A Member: I would like to get 
the reaction of the Committee with 
respect to where loss on commit- 
ments figures—at what point it really 
becomes material. 

I can very well understand that to: 
a company having a capital of a hun- 
dred thousand dollars, a commitment 
loss for merchandise of fifty thou- 
sand dollars would be material, but 
that same fifty thousand dollars in 
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relation to another concern worth 
several million dollars would be 
immaterial. Where is the dividing 
line — where does the materiality 
come in? 

Vice President Stempf: If we 
have a hundred million dollar cor- 
poration with an earning of three or 
four million in a year, and it has a 
twenty-five thousand dollar loss, per- 
haps that might not be material, but 
if that same corporation wound up 
the year with a profit of fifteen thou- 
sand dollars and had a twenty-five 
thousand dollar loss on commit- 
ments, obviously it would then be 
material. So that it is not alone the 
question of its relation to capital, but 
also a question of its effect on cur- 
rent ratio or on the result of current 
operations for the year, and those 
three items and others combine to 
guide the judgment of management 
and accountants in determining when 
the thing becomes material. 

You have some precedent for it in 
the rules of the S.E.C., where in 
some cases they use five, ten or 
fifteen per cent in cases when it be- 
comes material, and in their cases 
there appears to be no logical, no 
scientific, basis for having adopted 
those percentages. They represent 
reasonable approximations of when 
particular relationships become ma- 
terial. 

A Member: In the case where it is 
within the knowledge of the ac- 
countant and of the client and also 
the counsel that there may be a sub- 
stantial assessment of the Federal 
income taxes and also an assessment 
of franchise taxes for some years, 
although not assessed as yet, should 
the accountant take it upon himself 
to set up the liability on the balance 
sheet in the nature of a reserve for 
contingencies as the facts could not 
be referred to in a footnote? And if 
this is done, where along the line 
should an accountant put an ex- 
planation of what that reserve rep- 
resents? 


I have in mind a very large reserve 
for contingencies where, for some 
years, no explanation has been given 
as to the reason for such reserve 
being set up. 

Vice President Stempf: There are 
several points involved there. In the 
first place, the accountant should not 
take it upon himself to set up the re- 
serve; he should get the client to do 
that. 

There is no objection in my opin- 
ion, in fact it is the natural, con- 
servative tendency of management 
to provide “cushions”, to make re- 
serves for contingencies for even 
more indefinite things than that. 
The thing that they must do is to 
disclose the fact that the reserve has 
been established and whence it came 
and not to use it without disclosing 
how it is used. In other words, the 
character of charges to it should be 
disclosed. 

We have been accustomed for 
years to showing our reconciliation 
of earned surplus in full detail, and I 
think we are gradually approaching 
the point where we shall insist on 
similar disclosure. Certainly the de- 
mands of the S. E. C. and the invest- 
ing public are along that direction— 
that changes in reserves of that char- 
acter shall be fully shown. Gradual- 
ly your published financial statements 
issued to stockholders are approach- 
ing the same degree of disclosure in 
the questions of changes in reserves. 

The question becomes really vital 
when reserves are established out of 
capital surplus in years gone by and 
there, of course, we are forced to 
recognize the rule which the Insti- 
tute has definitely gone on record 
about; namely that capital surplus 
shall not be used or availed of to re- 
lieve future earnings of charges that 
would normally fall thereagainst. I 
think the disclosure of charges and 
credits to reserves is the vital point 
at issue. The fact of their establish- 
ment must be disclosed, but I do not 
think that a full and candid disclos- 
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ure need be made of the purpose for 
which such reserves have been 
created. 


Mr. Seidman: If your client has a 
substantial investment in fixed as- 
sets and a rather large plant, but has 
a lease which runs for a very short 
term—namely two or three years— 
and if moving his plant in the event 
the landlord did not wish to renew 
at expiration would involve a sub- 
stantial amount of money in the 
moving process, would you be in- 
clined to show those facts or denote 
those facts in your comments? 

Secondly, along the lines of the 
same question, if that lease provided 
for a very substantial acceleration in 
the lease arrangements as between 
the first, second and third years and 
the rental was a substantial item 
with respect to that client’s ex- 
penses, would you note that in your 
comments on the report as reflecting 
on the operations of the year to fol- 
low? 


Mr. Krejcu: It would seem to me 
most certainly those facts should be 
disclosed. 

Again, from the viewpoint of an 
investor, I think an immediate inves- 
tor would be at a disadvantage in 
making an investment in that par- 
ticular corporation if he did not 


know those facts, because two or 
three years hence (which is compara- 
tively short time in the life of an in- 
vestment) it might react to his dis- 
advantage to find that he had made 
an investment in a corporation and 
then found his investment might 
have depreciated by reason of a 
heavy charge against earnings. 


Mr. Seidman: What is your an- 
swer to the second part of my ques- 
tion, the acceleration of lease ar- 
rangements? 


Mr. Krejcu: I think it is signifi- 
cant and should be disclosed. I know 
under the S. E. C. requirements a 
contract insofar as leases are con- 
cerned probably would be disclosed. 


Mr. Getz: The question was 
whether the matter should be com- 
mented upon, not whether it is a 
matter for a footnote. Unquestion- 
ably it should. 

I think the question is very similar 
to the one wherein a client has a 
plant under lease with an option to 
buy, and in that case I believe it 
would be material to state as a foot- 
note that the lease shortly expires 
and what has been the expressed in- 
tention one way or the other of the 
client with regard to the option to 
buy the plant. 
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NDER the supervision of Mr. 
Martin F. Kortjohn, Chairman 
of the Technical Committee on 
Beverage Accounting, the following 
address was delivered by Mr. Herbert 


> 


H. Vasoll, a member of the Commit- 
tee. This meeting was one of a series 
of Fall round-table discussions held 
at the Town Hall Club on Novem- 
ber 9, 1938. 


Accounting for Containers and Deposits on Containers as 
Applied to Breweries 
By Hersert H. Vasort, C. P. A. 


Containers, as will be referred to 
in this article, may be defined as 
packages into which beer is placed 
in order that the product may be 
marketed and delivered to the ulti- 
mate consumers. The types of con- 
tainers that are in use in breweries 
are barrels, cases, bottles and cans. 
The accounting treatment for each 
of these types will be taken up in 
its respective order. 


“Deposits on containers” is defined 
as the amount received by a brewery 
from its customers for containers 
delivered to them, which amount 
must be refunded by the company 
when the containers are returned. 
Deposit accounts are set up for each 
type of container for which a charge 
is made, the accounts being “Deposit 
on Barrels,” “Deposit on Cases,” 
and “Deposit on Bottles.” The ac- 
counting procedure with respect to 
the deposit accounts will be dis- 
cussed in conjunction with the asset 
account to which it relates. 


The first type of container to be 
considered is the barrel. The stand- 
ard measurement of a barrel of beer 
is 31% gallons, but the unit as such 
is rarely used in the United States; 
instead, the American breweries 
use kegs of smaller denominations 
known as half-barrels, quarter-bar- 
rels, and eighth-barrels. When kegs 
are purchased they are entered upon 
the books of account at cost under 
the separate account headings here- 
tofore mentioned. In addition to en- 
tering the cost on the asset account, 
provision is made to enter the un'ts 
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purchased in order that a form of 
inventory control may be set up. 

The transaction giving rise to the 
establishment of the deposit account 
is the sale of beer, which is evi- 
denced by a driver’s delivery ticket. 
These tickets are the basis for charge 
to the customer for the sales price 
of the beer, a deposit charge for the 
containers delivered, and a deposit 
credit for the containers returned. 
The tickets are totalled daily, and 
then summarized for the month, 
from which summary the following 
entry is made: 


“DR. Accounts Receivable Control 
Barrelled Beer 
Deposit on Half-Barrels 
Deposit on Quarter-Barrels 
Deposit on Eighth-Barrels 
CR. Barrelled Beer Sales 
Deposit on Half-Barrels 
Deposit on Quarter-Barrels 
Deposit on Eighth-Barrels 
To set up sales for the month 
of—as per sales summary.” 


A standard unit deposit charge is 
made for each classification of keg 
in use, such as $6.00 for a half-barrel. 
$4.00 for a quarter-barrel, and $3.00 
for an eighth-barrel. Therefore, at 
all times the number of kegs out 
with the trade can be arrived at by 
dividing the various deposit accounts 
by the unit deposit charge. 

The customer’s ledger card gen- 
erally contains columns showing the 
following information: 


1. Date of delivery. 
2. Number of delivery tickets. 
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3. Units delivered (by classifica- 
tion). 
4. Deposit charge. 
5. Charge for beer. 
6. Units returned (by classifica- 
tion). 
7. Deposit credit. 
8. Cash and other credits. 
9. Balance due units (by classifi- 
cation). 
10. Balance due deposits. 
11. Balance due beer. 


The total of the balance due de- 
posits and balance due beer columns 
for all the customers equals the ac- 
counts receivable control account in 
the general ledger. The individual 
total of the balance due deposits 
column for all the customers equals 
the total of the three deposit account 
balances kept in the general ledger. 
The balance due units column when 
multiplied by the various unit rates 
of deposit must agree with the bal- 
ance due deposits total. Because of 
the great amount of detail that must 
be shown on the customers’ accounts, 
and the number of balances carried, 
the accounts receivable phase of the 
accounting is invariably handled by 
machine bookkeeping. 

There are two recognized methods 
of handling the valuation of the keg 
asset accounts at the end of the ac- 
counting period; first the inventory 
method, and second the depreciation 
method. 

Using the first method, an inven- 
tory of kegs must be arrived at. The 
inventory consists of kegs in the 
plant and those that are out with the 
trade. The kegs in the plant are de- 
termined by actual count. The kegs 
in trade are calculated by dividing 
the deposit accounts by the unit de- 
posit prices, which amount must, of 
course, also agree with the total out- 
standing as shown by the customers’ 
ledger card. The total of kegs in 
plant and in trade is then multiplied 
by the unit cost price of kegs, to 


arrive at the dollar value of the in- 
ventory. Any difference between the 
inventory so determined and _ the 
cost value as shown in the asset 
account is written off to the account 
“Lost Kegs,” which account becomes 
a charge in the profit and loss state- 
ment under the heading of “Barrel- 
ling Costs.” Some accountants con- 
tend that lost kegs should be classi- 
fied as a selling expense rather than 
a barrelling cost inasmuch as a great 
deal of the loss is due to kegs not 
having been returned by the trade. 
The position is well taken and much 
might be said in its favor, however, 
for the purposes of this paper, it can 
be said that the consensus of opinion 
seems to be that all costs to the point 
of putting the product in its saleable 
state, which includes all charges with 
respect to the containers in which 
the product is marketed, should be 
considered a barrelling cost. 

The strongest objection to the in- 
ventory method of valuation is that 
no recognition is given to the lessen- 
ing in the value of the kegs due to 
ordinary wear and tear commonly 
known as depreciation. Another ob- 
jection is that the kegs out with 
the trade as determined by the de- 
posit accounts are taken for granted 
as being in existence. As a matter 
of fact, experience has shown that 
kegs have often been lost by cus- 
tomers without recompense to the 
brewery. A further point against 
the use of the inventory method is 
that the brewer neglected to take 
steps to maintain a control of kegs, 
being content that the inventory 
properly recorded the value of the 
asset and that any losses had auto- 
matically been taken care of. Higher 
corporation income taxes also played 
their part in converting brewers to adopt 
the depreciation method in place of 
the inventory method, for the reason 
that by so doing they could eventu- 
ally recover the full cost of the asset 
and thereby reduce their taxable in- 
come. With respect to the taxation 
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angle, some brewers before shifting 
to the depreciation method, attempted 
to use an arbitrary inventory costing 
price, in most cases the deposit price. 
This practice was frowned upon by 
the taxing authorities and such arbi- 
trary valuations were usually dis- 
allowed. 


After considering the shortcomings 
of the inventory method, and realiz- 
ing the fact that kegs are depreciable 
property as much as machinery is, 
brewers began changing over to the 
depreciation method of valuation. 
This change was most pronounced 
since the repeal of the Prohibition 
Amendment and the new era of 
brewery existence. 

The generally accepted life of a 
keg is ten years; each year the usual 
depreciation entry is set up on the 
books, charging depreciation on kegs 
and crediting the reserve for depre- 
ciation on kegs. The depreciation 
on kegs account is charged in the 
profit and loss statement under the 
heading of “Barrelled Costs.” 

In addition to the write-off of de- 
preciation each year, a certain num- 
ber of kegs are lost or destroyed, and 
recognition of these losses must be 
taken into account. The basis from 
which this loss is determined is a 
report from the cooperage shop. 
When new kegs are received by the 
brewery they are immediately branded 
with the name of the brewery and 
the year of their purchase. The year 
in which the keg was acquired is 
thereby definitely set, and at such 
time when the keg is broken up be- 
cause of lack of further use a report 
is made by the cooperage shop giv- 
ing the number of barrels destroyed 
classified by the years branded in 
the barrels. With this information 
the accounting department is in a 
position to arrive at the loss on 
abandonment since the cost can be 
arrived at as well as the depreciation 
taken. 

No losses of kegs should be sus- 
tained in the trade because close 


check is kept of barrels in the posses- 
sion of customers and any shortages 
are billed for. The check is quite 
positive as to retailers, but rather 
difficult as to wholesalers. As stated 
previously, the customer’s ledger 
card contains a balance due for de- 
posits in both units and in dollars. 
Statements of customers accounts, 
which are usually a copy of the 
ledger cards, are issued weekly, and 
copies are always provided to the 
various salesmen for their guidance 
in collecting the accounts. The col- 
lectors are instructed to make an 
actual count of kegs in the cus- 
tomers’ possession at periodic inter- 
vals and report any discrepancies to 
the office. The route driver is also 
instructed to make a physical count 
from time to time of the kegs in the 
various places to which he makes de- 
liveries, and to send the reports to 
the accounting department. In all 
cases where shortages appear, inves- 
tigation is made and if substantiated 
an actual billing is made to the cus- 
tomer, the entries necessary being: 


“DR. Account Receivable Barreled 
Beer 


CR. Half-Barrel Account 
Quarter-Barrel 
Account 
Eighth-Barrel Account 


To record charge to customers 
for barrels lost while in their 
possession.” 


It is to be noted that the whole 
credit for the recovery from cus- 
tomers is placed in the asset account ; 
no attempt is made to arrive at a 
profit or loss on the lost kegs out 
with the trade as it is impossible to 
know in what years the kegs were 
purchased. An alternative method 
of handling the transaction would 
be to credit the full recovery to the 
lost keg account on the assumption 
that the depreciation charge would 
eventually write off the cost. 

As mentioned heretofore the cus- 
tomer’s account is charged with the 
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units in his possession as well as the 
dollar value of the deposit. It has 
been quite evident in the past several 
years that customers do not pay the 
deposit charge and that breweries 
have not attempted, except in the 
instances of lost kegs, to have the 
customers pay the deposit charge. 
The brewery has been more or less 
satisfied that the customer has in 
his possession the number of kegs 
with which he has been charged. In 
view of this condition, the deposit 
account set up, and the contra charge 
in the accounts receivable control 
are, in fact, merely memoranda and 
are not necessary. Brewers have 
begun to see this fact and the pro- 
cedure is now being changed to the 
extent that customers’ accounts are 
showing only a balance of kegs out- 
standing in units, and the only dollar 
balance being that for beer, which 
amount is to be collected in full. 
This change has simplified and 
speeded up the operation of the ac- 
counting department considerably, 
without losing any essential informa- 
tion from the ledger accounts. It has 
also helped the brewery collector 
and the customer, for by eliminating 
the dollar balance for deposits, a 
source of great annoyance with them 
has come to an end. From the bal- 
ance sheet point of view, the change 
is also beneficial. Under the prior 
arrangement, the deposit account 
was carried as a current liability and 
the account receivable as a current 
asset. Since both accounts were really 
artificial, the ratio gf current assets to 
current liabilities was not correct. 


The second type of container used 
in a brewery is the case, in which 
bottled beer is delivered. The re- 
cording of the cost of these on the 
books follows along the same line as 
that of the keg. When purchased 
they are eitered in the voucher reg- 
ister and are charged to the various 
case accounts, such as wooden cases 
regular, steel cases regular, steinie 
cases wood, etc. 


From the monthly summary of de- 
livery tickets, the following sales 
entry is made: 

“DR. Accounts Receivable—Bot- 

tled Beer 
Deposit on Cases (Classified) 
CR. Deposit on Cases (Classi- 
fied). 
Bottled Beer Sales 


To set up sales for the month as 
per sales summary.” 

The customers’ ledger accounts 
are set up with the following col- 
umns: 

1. Date. 

2. Ticket number. 

3. Cases delivered (units). 

4. Charge for beer including de- 
posit. 

5. Empties returned (units). 

6. Deposit credit. 

7. Cash and other credits. 

8. Balance due. 


No attempt is made to maintain a 
definite control of the balance of con- 
tainers due from a particular cus- 
tomer. Such a procedure is not prac- 
tical if at all possible, since the 
nature of the package allows it to be 
passed from one to another quite 
freely so that a great many times the 
original purchaser is not the one that 
eventually returns the case. 


It will also be seen that the amount 
owing for beer and deposit on cases 
is in one single balance. This is done 
because the breweries actually col- 
lect the deposit on cases. 

Both the inventory method and 
the depreciation method of valuing 
the asset account are in use. The 
inventory method is a carry-over of 
past practices whereas the deprecia- 
tion method is the more recent ten- 
dency. 

The procedure at arriving at the 
inventory of cases is quite similar to 
that used for kegs. The number of 
cases in the plant is arrived at by 
physical count. The quantity out 


with the trade is set by dividing the 
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dollar amount of the deposit account 
by the unit deposit value. The total 
inventory in units is then multiplied 
by the average cost per case in order 
to ascertain the dollar value of the 
inventory. The difference between 
the book value of cases and the in- 
ventory value is charged off to case 
loss. 
In using the depreciation method, 
a life is assigned of about six years 
for wooden cases and ten years for 
steel cases. The depreciation cost, 
as well as the case loss, whichever 
used, is considered one of the costs 
of bottling. Here again, some ac- 
countants cannot agree that these 
charges belong in the bottling cost 
section, but as stated previously, the 
weight of authority appears to favor 
this treatment. 
Cases when originally received by 
the brewery are branded with the 
year of purchase. From time to time 
cases are returned to the brewery in 
poor condition. In such an event 
they are turned over to the carpenter 
shop for repair, or for destruction. 
When cases are destroyed, the car- 
penter shop makes a report to the ac- 
counting department, giving the 
number of cases destroyed, classified 
by years branded in the cases. From 
this report the accounting depart- 
ment is in a position to make an en- 
try writing off the loss for cases de- 
stroyed as follows: 
“DR. Destroyed or Lost Cases 
Reserve for Depreciation of Cases 
CR. Cases 

To charge off cost of cases de- 
stroyed during month of ...... 
as per report from carpenter 
shop.” 

When the inventory system of 
valuing cases is used, recognition is 
given to cases lost out in the trade. 
An estimate of the number of cases 
out with the trade is made by a care- 
ful analysis of the customers ledger 
accounts. The difference between this 
estimate and the number outstand- 
ing as determined by the deposit ac- 


count, is written off to the lost cases 
account by the following entry: 
“DR. Destroyed or Lost Cases 
Deposit on Cases 
CR. Cases 
To charge off difference between 
cost of cases and deposit on 
cases not to be refunded to cus- 
tomers, due to cases lost in cus- 
tomer’s possession.” 


It may appear hazardous to write 
down the liability account for de- 
posit on the basis of an estimated 
inventory in possession of custom- 
ers, but generally speaking the ex- 
perience of the brewery in arriving 
at the estimate of containers out- 
standing can be safely relied upon. 

The third type of container to be 
dealt with is the bottle. Various 
types of bottles are in use today, the 
commonly known ones being the 
long-necked pints, the steinie pints, 
the steinie quarts and the long- 
necked quarts. Individual asset ac- 
counts are set up for each type of 
bottle used. The accounts are 
charged with the cost of the bottles 
purchased, which charge originates 
from the voucher register. 

A charge is made to customers 
for all bottles delivered to them 
which amount must be credited back 
to him upon return of the container. 
The deposits so charged originate 
from the month’s sales summary, the 
entry being: 

“DR. Accounts Receivable Con- 

trol, Bottled Beer 

CR. Deposit on Bottles, Regular 

Quarts 

Deposit on Bottles, Regular 
Pints 

Deposit on Bottles, Steinie 
Quarts 

Deposit on Bottles, Steinie 
Pints 

Bottle Beer Sales 

To record bottle beer sales for 
the month of ...... as per 
sales summary.” - 
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From the same source an entry is 
made recording the credit allowed 
for empty bottles returned, the entry 
being: 

“DR. Deposit on Bottles Regular 

Quarts 

Deposit on Bottles Regular 
Pints 

Deposit on Bottles Steinie 
Quarts 

Deposit on Bottles Steinie 
Pints 

CR. Accounts Receivable Control, 

Bottle Beer 

To record credit to custom- 
ers for empty containers 
returned as per sales sum- 
mary for the month of 


” 


These entries establish the liabili- 
ty of the brewery for bottles in pos- 
session of the customers. 

Loss of bottles through breakage 
in filling, is recorded on the books 
each month, the basis of the entry 
being the operating report from the 
bottling department. This report is 
prepared by the bottling department 
superintendent and contains, in ad- 
dition to the ordinary production 
data, the weight of broken glass. 
The accounting department converts 
the weight of broken glass into gross 
of bottles broken, from which the 
following entry is made: 


“DR. Bottle Loss 
CR. Regular Bottles—Quarts 
Regular Bottles—Pints 
Steinie Bottles—Quarts 
Steinie Bottles—Pints 
To record loss of bottles 
broken in filling, as shown 
on Bottling Department 
operating report for month 
Since the bottle is not a depreci- 
able asset, the inventory method of 
valuation is generally used. By di- 
viding the deposit accounts by the 
unit charge for deposit, the number 
of bottles of each type that should 


be in the possession of customers is 
obtained. The bottles in the plant 
are obtained by physical count. The 
total inventory is then valued at the 
average cost and the difference be- 
tween the cost as shown in the re- 
spective asset accounts and the in- 
ventory, is written off to the bottle 
loss account, similar to the entry 
quoted above. 

It is impossible to arrive at an 
actual inventory of bottles out with 
the trade. Brewers know from the 
deposit accounts what the theoretical 
number of bottles in the possession 
of customers should be. They also 
know that a considerable breakage of 
bottles takes place in the hands of 
customers, and that the full amount 
of the deposit accounts will never 
have to be refunded. Having knowl- 
edge of this condition and in order 
to prevent the accumulation of a 
huge bottle deposit account (which 
in turn would create an overstated 
asset account) brewers have adopted 
the practice of estimating the amount 
of excess deposits on bottles in the 
accounts, and transferring such ex- 
cess to the credit of the bottle loss 
account. The credit to the bottle 
loss account is proper since it repre- 
sents a recovery from customers for 
bottles broken. The write-down of 
the asset account is taken care of au- 
tomatically because the inventory of 
bottles out with the trade will be re- 
duced, due to the lower deposit ac- 
count. 

Another phase of the container 


problem about which brewers must 
be careful, is the return of empty 


cases and bottles by drivers. Many 
instances of stealing by drivers 
through manipulation of returns 


have been uncovered, nearly all of 
which were due to laxity on the re- 
ceiving platform. The procedure 
used by the dishonest driver is to 
falsely enter returns on the delivery 
tickets of cash customers, and pock- 
et the cash represented by the de- 
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posits for such empties. The driver 
would of course further falsely re- 
port the total of empties returned so 
that when the tickets were checked 
to his tally they would be in agree- 
ment. In order to prevent such fraud 
it is important that all empties com- 
ing into the plant be counted by an 
independent checker as they are un- 
loaded, and the count then proved 
against the driver’s tally. Any dis- 
crepancies are immediately investi- 
gated and if shortages are found they 
are charged to the driver. 

The newest type of container that 
has been adopted by the brewing in- 
dustry in the past several years is the 
can. This package has presented no 
particular problem since they are 
non-returnable and come under the 
same category as materials and sup- 
plies. When purchased, the cost is 
entered in the inventory of cans ac- 
count. As used, an entry is made, 
charging the cost of canning, and 
crediting the inventory account. At 
the end of the accounting period a 
physical inventory of cans is taken 
and valued at the lower of cost or 
market. 

The final consideration to be given 
to containers is the presentation on 
the balance sheet. Kegs, cases and 
bottles are considered as fixed assets, 
notwithstanding the fact that they 
may be inventoried. Their allocation 
to this section is based on the fact 
that they are of a durable nature, 
and remain at all times the property 
of the brewery. Other packages of 
the non-returnable type, such as cans 
and cartons, are placed in the current 
asset section under the caption of 
“Inventories of Materials and Sup- 
plies.” 

The liability accounts for deposit 
on kegs, cases and bottles are includ- 
ed under the caption of current lia- 
bilities. The ear-marking of these 
accounts as current liabilities is 
rather questionable. The deposit on 
kegs account, as heretofore men- 
tioned, is merely a memorandum ac- 
count, since the charge made to cus- 


tomers is rarely if ever paid. In 
view of this situation, the more rea- 
sonable treatment of this item should 
be to eliminate it entirely from the 
balance sheet, and accordingly de- 
crease the corresponding asset ac- 
count “Accounts Receivable Keg 
Beer.” The deposit account for cases 
and bottles is an actual liability, and 
in due course will have to be refund- 
ed upon return of the empty con- 
tainers. However, before collection 
of the amount owing by the cus- 
tomer, credit for the returnable 
empties will be deducted. Therefore, 
in my opinion, the more logical plac- 
ing of these deposit accounts on the 
balance sheet seems to be a direct 
deduction from the accounts receiv- 
able. Treating these deposit liabili- 
ties, as I have outlined, the balance 
sheet set-up would be: 
“Current Assets: 
Accounts Receivable : 
Keg Beer Accounts 
Bottle Beer 
Less: Deposits on 
Cases & 
Bottles . 


Less: Reserve for 
Bad Debts. 

Net Receivables for 
13 


” 


In conclusion, let me state that 
the problem of having proper con- 
trol of containers through account- 
ing records is important to the brew- 
er and should not be considered 
lightly. The total cost of containers 
represents a sizeable percentage of his 
total investment. The accounting 
work consists of a mass of detailed 
work and requires a great deal of 
time; so much so that at times some 
brewers have thought it a rather ex- 
pensive undertaking. However, I be- 
lieve that the majority of brewers 
agree that the cost is rather nominal 
when compared to the amount of 
savings which may be effected by 
having adequate control. 
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Accounts Payable Recording under 
Bookkeeping Machine Procedure 


By Rosert T. Aten, C. P. A. anp J. ANDREW Crarts, C. P. A. 


]\ many cases the recording of ac- 

counts payable and the related 
disbursements has been handled on a 
pen and ink basis long after the ac- 
counts receivable of the same busi- 
ness have been carefully organized 
under bookkeeping machine proce- 
dures. The larger business concerns 
have, however, gradually become 
conscious of the possibilities of in- 
creasing efficiency in this connection 
and also of the economies which had 
been previously overlooked. The 
accounts payable of one concern are 
the accounts receivable of another. 
While the prompt recording and col- 
lection of receivables may have been 
nearest the heart of the management, 
the recording of payables represents 
an equally important management 
factor and the prompt payment of 
accounts payable with deduction of 
all available cash discounts is of pri- 
mary importance. 

For the purpose of this discussion 
there will be considered only the 
typewriter type of bookkeeping ma- 
chine, although the adding machine 
types and the punch card machines 
may be equally adaptable to the re- 
quirements and volume of transac- 
tions in certain concerns. There will 
be considered the use of the purchase 
order, the receipt of invoices from 
vendors, the checking routines pre- 
liminary to approval for payment, 
the recording of the liability, the 
allocation of the related charges in 
accordance with the classification of 
accounts in use and the payment of 
the liability and recording thereof. 
The routines presented in detail rep- 
resent a type of application which 


seems most generally adaptable, al- 
though there are numerous alterna- 
tives possible as to the respective 
phases of the work. Some of these 
alternatives are mentioned through- 
out the presentation and some are 
summarized at the end. 


The Purchase Order: 


A centralized purchasing depart- 
ment and the intelligent purchasing 
of all materials on the basis of a writ- 
ten purchase order with specific des- 
ignations of quantities, specifications, 
prices, delivery dates, manner of 
shipment and terms of payment is 
of primary importance in any busi- 
ness organization. The purchase 
order should usually be created on a 
standardized printed form with suffi- 
cient copies to provide for advice to 
the various interested departments 
of the purchaser, as well as for advice 
to the vendor. The use of a printed 
multicopied form rather than a spe- 
cial letter insures standardization of 
information and minimizes the 
amount of typing required to accom- 
plish the necessary objectives. 
Copies may be provided for all or a 
portion of the following: 


Vendor 

Receiving Department 
Accounting Department 
Purchasing Department 
Traffic Department 
Planning Department 


Stores Clerk 


On the receiving department copy 
the prices may be omitted by the use 
of short carbons and space may be 
designated for notation as to the de- 
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tails of receipt of material. Some 
concerns prefer to omit the quanti- 
ties from this copy also, so as to in- 
sure the fact that the receiving de- 
partment makes and records an 
entirely independent count of the 
material received. In many cases, 
however, this factor is not material 
because of the fact that the delivery 
tickets or packing lists set forth the 
quantities shipped. At any rate, the 
receiving department copy should be 
transmitted promptly to such de- 
partment as a notice to expect and 
receive the material noted. Upon 
the receipt, count and inspection of 
the material this copy should be ap- 
proved by the receiving clerk with 
pertinent comments, including the 
date, and transmitted to the account- 
ing department as an advice of the 
receipt of the material. Some con- 
cerns will require the use of a separ- 
ate form of receiving report in this 
connection with copies to the stores 
clerk, traffic department, accounting 
department, etc. over prescribed ap- 
proval. In general the objective is to 
advise all interested parties of the 
necessary details. 


The accounting department copy 
serves as an advice of the commit- 
ment and upon receipt of the invoice 
provides the authority for the pur- 
chase at the prices stated. If the ac- 
counting department receives an au- 
thenticated copy of the purchase 
order with designated quantities and 
prices and receives also an authenti- 
cated advice that the material has 
been received, it has available all 
data necessary for checking the re- 
lated invoice and approving it for 
payment. Some concerns prefer to 
have the invoices checked and ap- 
proved by the purchasing depart- 
ment in connection with their follow- 
up on the receipt of the material. 
This practice, however, violates cer- 
tain principles of internal control 
which should be considered. 


The use of the remaining copies 


is not related directly to the general 
accounting routine and may be 
varied to suit the particular case 
concerned. 


The checking of invoices 
from vendors: 


Invoices from vendors are usually 
received through the mail and should 
be available to the accounting de- 
partment or other checking depart- 
ment at the opening of business each 
day. 

The checking division of the ac- 
counting department should be pro- 
vided with filing equipment provid- 
ing for the foilowing: 


1. Unfilled Purchase Orders: 
Alphabetical pressboard expan- 
sion folders with a number of 
divisions in relation to the vol- 
ume present. 


2. Unchecked Invoices: 
Alphabetical pressboard expan- 
sion folders with a number of 
divisions in relation to the vol- 
ume present. 


3. Invoices Checked but Unpaid: 


Divided into sections by date 
of predetermined payment dates, 
preferably every fifth day of the 
month, i. e. 5, 10, 15, 20, 25 and 
30, and under each date alpha- 
betically, as in the case of un- 
checked invoices. Armorclad 
pressboard guides, first posi- 
tion, may be used for the date 
divisions and adequate guides 
tabbed in the two or three right 
hand positions used for the 
alphabetical subdivisions. 


4. Paid Invoices: 


Alphabetical armorclad press- 
board guides and pressboard 
expansion or other type of fold- 
ers for individual vendors and 
residual groups under each 
guide—filed latest date in front 
within each folder. 


283 


| 
’ 
i 
te 
| 
j 


The New York Certified Public Accountant 


Copies of purchase orders received 
from the purchasing department are 
filed in the unfilled purchase order 
file. Copies of receiving reports 
(copies of orders or other form), 
as received, are matched with and 
attached to the related purchase 
orders from the unfilled purchase 
order file and both filed in the un- 
checked invoice file. Copies of in- 
voices, as received, are matched with 
the related copies of purchase orders 
and receiving reports, checked and 
verified completely as to the au- 
thority for purchase, prices, exten- 
sions, and footings and are desig- 
nated as to payment date and the 
account or accounts to be charged. 
Notations as to each step of the 
checking routine are made on an 
invoice jacket, on the invoice itself 
in a rubber stamp outline or on a 
“sticker” attached to the invoice ac- 
cording to the particular preference 
of the concern. 

These checked invoices are ac- 
cumulated during each day and 
turned over to a sorting clerk about 
an hour before closing time. The 
sorting clerk sorts such invoices 
alphabetically by name of vendor, so 
as to have them available to the 
bookkeeping machine operators at 
the opening of busines each morning. 


Posting of invoices to 
remittance advices: 


The bookkeeping machine opera- 
tors in the accounts payable division 
should have available posting trays 
or binders in which will be arranged 
the remittance advices (Form A) 
filed alphabetically in one tray or 
section, and the purchase analysis 
ledger cards (Form B), filed nu- 
merically by account numbers, in 
another. They will also have binders 
for filing the proof sheets used in 
each posting operation, Form A-1 
for remittance advices. The column 
designations on this form will be 
used as follows: 


Date: 
Date of posting. 

Our No.: 
Invoice number determined by 
the operator from the sequence 
of posting to the proof sheet or 
invoice register. 

Vendor’s Reference: 
Invoice number or other refer- 
ence set forth on the vendor’s 
invoice. 

Description: 
Used only for explanation of de- 
ductions or any item not covered 
by a vendor’s reference. 

Gross Amount: 
Gross amount of credit to ven- 
dor. 

Deductions: 
Amount of any deduction for dis- 
counts, damaged goods, errors, 
etc. 

Balance: 
Cumulative net balance due the 
vendor. 


The postings on this form will be 
made in terms of gross amounts as 
shown on the invoices or on charge 
or credit memos, discounts being 
calculated only on net balances at 
the time of payment. A separate re- 
mittance advice will be prepared for 
each vendor for each payment date. 

In this posting operation the ma- 
chine operator will insert the in- 
voice register proof sheet (Form 
A-1) in the machine and in front 
thereof will insert the first remit- 
tance advice (Form A) (previously 
headed up with name, address and 
payment date), pick up the previous 
balance, if any, and insert the ven- 
dor’s name (abbreviated) on the 
proof sheet, insert on the remittance 
advice the posting date, our number, 
vendor’s reference, description, if 
any, and the gross amount of the in- 
voice or of the charge or credit mem- 
orandum, as the case may be, clear- 
ing the cross footing register in the 
balance column after having posted 
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EAGLE SUPPLY COMPANY 
EXCELLO CO 

FORD MOTOR CO 
GEWERAL SILK CORP 
@00DsODY & CO 

00) AL JOHNSON CO 
JONES-SMITH CO 


YORK TIMES 
PENNSYLVANIA R_R CO 
PITTSBURGH PLATE SLASS 


RUSSELL MFG CO 


14) SEARS ROEBUCK CO 
TEXAS CO 


BHITE DISTRIBUTING CORP 


45207 TOTALS 


FORM A) 
236 | axssas 125 00 

367 | AXT6S4) 50 00) 173 175 00 
543 | Ax6578) 200 00 

765 |ax76se 50 00 

| 50 00 475 | 475 008 
| ax7680 00 525 | 475 
150 20 695 204 | S25 
CASH DISCOUNT 13.90) 681 30g | 695 208 


oF 


si] a6 60369 ase] 45207 


as 
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all of the items to the remittance 
advice concerned. The “Proof” col- 
umn is used for a repetition of the old 
balance pickup, as a “line proof” on 
the accuracy thereof. The exact me- 
chanics of this line proof varies with 
the different machines. In this par- 
ticular application adding registers 
are provided for each of the two col- 
umns designated as “old balance” 
and “proof” respectively, so that the 
totals may be compared at the end 
of the run. On the assumption that 
the operator will not make the same 
mistake twice in repeating the pick- 
up of old balance, an agreement be- 
tween the two totals indicates the 
accuracy of old balances picked up. 
Cash discounts are figured and 
posted only at the time of payment 
of the remittance advice concerned. 
Adding registers are provided for the 
“gross amount” and “deductions” 
columns respectively so that the 
amounts of all postings made in such 
columns are accumulated for clear- 
ance at the end of the run on the 
proof sheet. 

Upon compietion of the “run” as 
to a given group of invoices the ma- 
chine operator will turn such in- 
voices over to the sorting clerk, who 
will date stamp the invoice or invoice 
jacket with the date entered and note 
thereon the related audited voucher 
number from the invoice register. 
The sorting clerk will then re-sort 
the invoices into sequence of the 
account numbers to which the items 
are chargeable. In case more than 
one account is affected, she will file 
the invoice in sequence of the lowest 
account number designated. The 
invoices will then be turned back to 
the bookkeeping machine operator 
for posting on the “purchase analy- 
sis” (Form B) and to the proof sheet 
provided therefor (Form B-1). 


Posting to the purchase analysis: 
The purchase analysis ledger ac- 

counts are headed up in advance 

with an individual account number 


designation for each of those ac- 
counts which are particularly active 
and with a group designation for 
those groups of account numbers in 
sequence which are infrequently ac- 
tive. In this posting operation the 
proof sheet (Form B-1) will be in- 
serted in the machine, the first pur- 
chase analysis ledger card (Form 
B) inserted in front of such proof 
sheet and the posting effected as to 
the first account. The date used will 
be the actual date of posting, the 
reference will be to our invoice num- 
ber and the amount will be the 
amount designated as chargeable to 
the particular account concerned 
without consideration for cash dis- 
counts or other deductions which 
may be effected only on the basis of 
separate charge or credit memoran- 
da. Previous balances, if any, will 
be picked up on the proof sheet, date, 
reference and description noted, 
debit or credit postings made, the 
new balance cleared from the cross 
footing register and the previous bal- 
ance repeated in the “proof” column. 
It is not necessary to note the ven- 
dor’s name on the proof sheet in this 
case, as the invoice number repre- 
sents an adequate cross reference to 
the invoice register (the proof sheet 
on remittance advice posting). Add- 
ing registers are provided for the 
debit and credit columns respective- 
ly, which registers will be cleared on 
the proof sheet at the end of the run. 
These proof sheets, upon comple- 
tion, will be turned over to the con- 
trol clerk for comparison with the 
totals set forth on the related invoice 
register proof sheet for the same 
batch of invoices, as previously 
posted on the remittance advices. 
If the totals of the postings reflected 
agree as between the two runs, it is 
assumed that such postings have been 
correctly made. If they do not agree 
the items must be immediately 
checked back and the corrections 
made. 
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In the case of the posting of in- 
voices affecting more than one ac- 
count, it will be necessary that, after 
posting the first account, the ma- 
chine operator file the invoice con- 
cerned backwards among the un- 
posted invoices in sequence of the 
second affected, etc. 


Proofs and Control: 

Attention is called to the fact that 
the invoices applicable to any given 
month’s business must be handled 
separately from those applicable to 
the following month’s business. In 
this connection it will usually be 
necessary to complete the posting 
of all invoices applicable to a given 
month as soon after the first of the 
following month as possible, to ac- 
cumulate the purchase analysis total 
applicable to the month concerned 
and, upon completion of such 
month’s entries, to take a trial bal- 
ance and rule off the purchase analy- 
sis cards prior to the preparation of 
a journal voucher therefrom. Inas- 
much as it is usually necessary to 
record and pass for payment some 
invoices applicable to the subsequent 
month before the closing of the prior 
month, it will be desirable to start 
a new invoice register for the later 
month, posting to a new group of 
remittance advices, and deferring 
the posting to the related purchase 
analysis until the closing for the pre- 
ceding month has been effected. 

In the case of postings made to 
purchase analysis cards, represent- 
ing a group of account numbers, it 
will be necessary to designate in the 
“item” column the particular account 
number concerned, so as to permit 
an abstract of the amounts applicable 
to each individual account for pur- 
poses of the monthly journal entries 
to the general ledger. 

Control cards will be provided for 
the remittance advices and purchase 
analyses applicable to each month’s 
business. After each “run” has been 
verified by the control clerk the ma- 


chine operator will post the debit and 
credit totals of such run to the re- 
lated control cards for remittance 
advices and purchase analyses re- 
spectively, picking up old balances 
and clearing new balances in the 
same manner as hereinbefore de- 
scribed for the individual accounts. 

At weekly intervals it will usu- 
ally be desirable to obtain a com- 
plete proof on the accuracy of the 
records by taking a trial balance 
listing of the remittance advices un- 
paid and of the purchase analysis 
cards. In the case of the purchase 
analysis cards this procedure will 
usually offer no great problem pro- 
viding the cards are carefully kept 
in the posting tray or binder and are 
not permitted to be withdrawn there- 
from except for posting. Any differ- 
ences which may occur between the 
trial balances and the control will 
usually be due to the fact that the 
operator has failed to handle her 
corrections of daily differences prop- 
erly, that the line proof of pickup 
has not functioned in a sufficiently 
positive manner or that a card is 
misfiled or missing. In order to 
minimize difficulty in connection 
with cards withdrawn from the tray 
a rigid “charge” routine must be in- 
stalled, inserting an “out” card in 
lieu of any card temporarily with- 
drawn with the initials of the party 
withdrawing same noted thereon. 
When the trial balance agrees with 
the control card there exists a rea- 
sonably positive assurance that the 
accounts are completely accurate, ex- 
cept for the possibility of posting to 
the wrong account. As a basis for 
calling such mispostings to atten- 
tion, it is sometimes the practice to 
insert in all cases the account num- 
ber as set forth on the invoice in the 
“item” column so that any variation 
from the account number or numbers 
set forth at the top of the sheet will 
be located at the time of making up 
the monthly abstract and journal en- 
tries therefrom. In some cases the 
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purchase analysis will be collated 
with the remittance advice and the 
account numbers repeated on each 
posting so that the internal audit 
of the remittance advices will also 
reveal any erroneous allocation of 
charges and the review of the pur- 
chase analysis cards at the end of the 
month will reveal any variation in 
the account numbers listed thereon. 


The trial balance proof as to the 
remittance advices offers certain ad- 
ditional problems because some of 
the remittance advices are being re- 
moved from the tray or binder for 
payment. It will therefore be neces- 
sary that all payments of invoices 
applicable to the month concerned be 
deducted from the control total in ar- 
riving at the total of the invoices un- 
paid. This procedure will require a 
careful handling and control as to 
those invoices removed from the file 
for payment and it will frequently be 
found that the treasurer’s office may 
pigeon-hole or otherwise mislay cer- 
tain items turned over to them for 
payment. This periodical trial bal- 
ance is particularly important as to 
the remittance advices because such 
forms represent the authority for ac- 
tual payment and any errors in pick- 
ups or otherwise must be located 
promptly and corrections made. In- 
asmuch as it is frequently desirable 
to record the cash disbursed in pay- 
ment of remittance advices without 
segregation as between the month’s 
business concerned, it will be desir- 
able to consolidate the control ac- 
counts for those months as to which 
unpaid items are present in such a 
manner as to permit the deduction 
of the total cash disbursements from 
the combined control and the com- 
parison of the total of such combined 
control with a combined trial balance 
of the remittance advices applicable 
to the two or three tnonths con- 
cerned. 

Upon completion of the posting of 
the invoices to the purchase analysis 


and the determination of the accur- 
acy of such posting the invoices are 
turned back to the sorting clerk for 
sorting by payment dates and alpha- 
betically under each payment date 
and for filing in the file designated 
as “Invoices checked but unpaid.” 


Payment Routine: 

In the morning of the day previous 
to each prescribed payment date the 
sorting clerk will remove from the 
unpaid invoice file all those invoices 
designated for payment on the date 
following and from the remittance 
advice tray or binder the related re- 
mittance advices. These remittance 
advices with invoices attached will 
then be referred to the division head 
or to a person designated for final 
review thereof as to the fact that all 
invoices or other vouchers bear pre- 
scribed approvals and that all post- 
ings on the respective remittance ad- 
vices are covered by proper vouchers 
and that there is no reason for non- 
payment of any particular items, 
either because of shortage of cash, 
offsets or other factors. If every- 
thing is in order, such person will 
approve the duplicate remittance 
statement in the space provided as 
authority to the treasurer’s office 
to effect such payment. The re- 
mittance advices will then be turned 
over to a calculator operator for the 
computation of cash or other dis- 
counts and for a pencil notation 
thereof on the duplicate copies of 
such remittance advices. They will 
then be turned over to the book- 
keeping machine operators for post- 
ing such discounts in the deduction 
column, with extension of the final 
balance to be paid. Upon comple- 
tion of this last operation the re- 
mittance advices and related in- 
voices are forwarded to the treas- 
urer’s office for payment. In some 
highly organized businesses the in- 
voices themselves will not be re- 
ferred to the treasurer’s office, the 
approved remittance advice being 
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considered as the prescribed au- 
thority for the payment. 

Upon completion of the bookkeep- 
ing machine run as to the postings 
of cash discounts the machine opera- 
tor will post to a cash discount con- 
trol card the total accumulated for 
such run. 

Upon compietion and review of 
the remittance advices by the treas- 
urer’s office they will be turned over 
to the bookkeeping machine opera- 
tors for the actual drawing of the 
necessary checks in the amount of 
the last total in the “balance” col- 
umns. The machine operator will 
insert in her machine the cash record 
(Form C-1) for the bank on which 
the checks are to be drawn and will 
insert in front of such form the first 
blank check (Form C). Carbon 
paper or a double ribbon on the ma- 
chine will be used for the purpose 
of carbonizing on the cash record. 
It is desirable that the checks be 
prenumbered as a basis for control 
on the check form itself. In the 
posting operation the check number 
is repeated on the cash record only, 
the current date noted on the check 
together with the remittance advice 
number, name of payee and amount. 
This complete entry is carbonized 
on the cash record, the previous bal- 
ance is picked up, the total of the 
checks drawn in the run concerned 
is cleared from the adding registers 
to the cash record, the new balance 
reflected and the old balance re- 
peated in the “proof” column. In 
the clearing of these last mentioned 
totals it is usually desirable to pro- 
vide for a control card covering each 
bank account and to insert such con- 
trol card in front of the cash record 
for purposes of clearing the register 
totals thereto. The use of this con- 
trol card facilitates the determination 
of the total of deposits and disburse- 
ments during any given period by 
manual footing, not provided for in 
the machine operation. 


Upon completion of the checks as 


to the bookkeeping machine opera- 
tion, they may be put through a 
check protecting machine to fix the 
amount and turned over to the desig- 
nated officer for signature, either by 
hand or facsimile machine. The 
original of the remittance advice 
forms will then be detached from 
the duplicate thereof, the payment 
record on the duplicate remittance 
advice filled out as to the date paid, 
bank and check number, and the 
original copy thereof enclosed in a 
window envelope with the related 
check and mailed. The remittance 
advice is prenumbered for purposes 
of identification only and such num- 
ber is set forth on the related check 
in such manner as to make the en- 
dorsement on such check a specific 
receipt for the payment of the items 
enumerated on the remittance ad- 
vice. As an alternative to the sepa- 
rate remittance advice, a form of 
voucher check is frequently used, 
combining the functions of the re- 
mittance advice and the check with 
a provision for detaching the remit- 
tance advice section by the vendor 
upon deposit of the check. 

At this point the duplicate remit- 
tance advices and related invoices 
will be turned over to the custodian 
of the paid invoice file who will see 
that the invoices are arranged in the 
same sequence as posted on the re- 
lated remittance advice, stapled to 
the back of such remittance advice 
and filed in the folders of the respec- 
tive vendors. 

The cash record provides a column 
for deposits. There should be posted 
in this column each day the totals 
of any amounts received from cus- 
tomers, as detailed in connection 
with the machine posting of customers 
accounts and deposited in the bank, 
together with a complete itemization 
as to any miscellaneous receipts, 
which may not be completely de- 
tailed elsewhere. This posting is 
made in original. 

All disbursements handled under 
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this routine must be recorded in the 
remittance advice routine as a pre- 
liminary to the actual drawing of the 
checks. In such cases as it may be 
necessary to draw a check in a rush, 
a memorandum of the transaction 
should be made and forwarded to the 
remittance advice section for their 
record. All petty cash funds should 
be handled on an imprest basis and 
the reimbursements of such funds 
effected on the basis of duly ap- 
proved petty cash vouchers and 
summaries thereof. Payrolls should 
be handled in a parallel manner; if 
paid in cash, one check should be 
drawn for the total thereof on the 
basis of requisition over prescribed 
approval; if paid by check, one check 
should be drawn for the total thereof 
for purposes of transfer to a separate 
bank account for payroll disburse- 
ments only. 


All necessary general ledger en- 
tries can be effected under the above 
routine by means of monthly sum- 
mary journal vouchers made up from 
the purchase analysis cards and cash 
records as proved against all related 
control cards. 


Alternative Procedures: 


The routine as outlined above rep- 
resents one method of handling these 
transactions. Certain conditions may 
make it desirable to vary this routine. 
Some of the possible variations are 
as follows: 


(1) A voucher check form may be 
used in lieu of the remittance ad- 
vice and separate check. 


The purchase analysis cards 
may be posted simultaneously 
with the remittance advice by 
collating such cards in the same 
posting operation. 


The purchase analysis cards 
may be omitted and in lieu thereof 
the account numbers noted on 
the invoice register proof sheet 
to the right, as a basis for daily, 


(2) 


(3) 


weekly or monthly analyses by 
calculator operator or otherwise. 


The invoices may be accumu- 
lated by vendors and recorded 
only as paid, eliminating the 
necessity for old balance pick- 
ups and permitting the use of 
voucher checks completed in the 
same or in an immediately suc- 
ceeding operation. This proced- 
ure is sometimes used coupled 
with a separate tabulation and 
analysis of invoices unpaid at 
the close of each month for pur- 
poses of reflecting the accrual 
therefor in the general books 
with subsequent reversal of such 
accrual. 


In some cases it may be difficult 
to check and make formal entry 
of all invoices as soon after the 
close of the month as may be 
desirable for purposes of finan- 
cial statements. In such cases 
“unaudited invoices” may be ac- 
cumulated and analyzed for pur- 
poses of recording same in the 
general books with a subsequent 
reversal. 


In some cases a continuous ac- 
counts payable ledger may be 
desirable in lieu of or in addi- 
tion to the duplicate remittance 
advice. 


(4) 


(5) 


(6) 


Any or all of the above mentioned 
variations may be practical and de- 
sirable under certain circumstances. 
A consideration of the pros and cons 
as to each would, however, be too 
lengthy to attempt within the scope 
of this material. 


General: 


The above routine prevides for the 
daily handling of all accounts pay- 
able and_ related disbursements 
under positive daily coatrol. There 
is no accumulation of work until the 
end of the month which would re- 
sult in a “peak load” period at such 
time. The proof of accuracy is re- 
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viewed at least weekly, eliminating 
the necessity for any undue amount 
of checking at the time of closing 
the records for the month. While the 
first week of each month will un- 
doubtedly have a somewhat heavier 
load than the remainder thereof be- 
cause of the lag in the receipt of in- 
voices over the end of the month, 
such increase in the volume will be 
minimized by a proper organization 
and follow-up on the complete daily 
handling of all current transactions. 

Under this procedure the vendor is 
at all times advised as to the com- 
plete details of the items covered by 
each payment, with direct reference 
to his own invoice numbers or to the 
numbers of charge or credit memo- 
randa, copies of which have been for- 
warded to him. There should be no 
reason for any failure on the part of 
either the vendor or the company 
concerned to properly reconcile their 
accounts as to each month’s busi- 
ness. 


With proper organization, speci- 
fic delegation of authority and the 
coordination of the routing of mate- 
rials between the respective steps 
of the procedure prescribed, it is pos- 
sible to effect an adequate internal 
control and audit over the transac- 
tions concerned and to handle an un- 
limited number of transactions by a 
mere expansion of the personnel and 
equipment. With proper organiza- 
tion it is usually possible to increase 
efficiency or to effect material econo- 
mies, or both, by the use of machine 
equipment in the handling of these 
transactions. As compared with pen 
and ink methods with their usual 
attendant lack of careful coordina- 
tion, it is usually possible, when a 
reasonable volume of work is pres- 
ent, to effect a sufficient payroll 
economy to offset the cost of the 
necessary equipment, prorated over 
the life thereof, and in addition to 
effect a reduction in the aggregate 
accounting cost. 


292 


Authors of Articles 
In This Issue 


Members of the Committee on 
Contingent Liabilities and Commitments 
JouNn Fraser, Chairman 
GEORGE BREDEMEYER Francis Wn. HopKINs 
JosepH GETz Josepu E. Krejycu 
J. R. McCartan 


Members of the Committee on Beverage Accounting 
MartTIN F. Kortjoun, Chairman 


Davin C. ANCHIN DENTON McKANE 

S. H. Apret Harry RosENBLOOM 
Tuomas Francis GOWAN LEONARD A. SHAIR 
Henry C. CHRISTIAN C. TAUBER 
Raymonp J. HANNON Joun T. 


HerBeErtT H. VASOLL 


Rosert T. C. P.A., 
Member of Society’s Committee on Accounting 
Machinery. 


J. ANDREW Crarts, C. P. A., 
Chairman of the Society’s Committee on Account- 
ing Machinery. 


293 


fi 47 vay 
| 
= = 
v v 
>| 
| 
| 


A “PERSONALIZED” BUILDING 


OF ONLY 12 FLOORS 


15 west AAS sr. 


NEW YORK, N. Y. 


FOR PROFESSIONAL EXECUTIVE 
OFFICES e UNEXCELLED LOCATION 
ADJACENT TO FIFTH AVENUE 


A DIGNIFIED, QUIET BUILDING 
WHERE SURROUNDINGS OF 
CHARACTER BLEND WITH ALL 
MODERN BUILDING CONVENIENCES 


BUT A STEP FROM GRAND CENTRAL 


OPPOSITE BAR ASSOCIATION 
WHOLE INDIVIDUALIZED FLOORS 

OF 4,000 SQUARE FEET 
OR SMALLER UNITS 


OFFICE OF THE BUILDING ON PREMISES 
PHONE VAnderbilt 6-2678 


294 


— 

: N 


how much | cando... 


but treatments must be started in time 


Large gifts are needed by the New York City Cancer 
Committee. But if you can spare only $1, bring it 
today or mail it to the Red Door, 130 East 66th Street, 
N. Y. You will receive: 


1. A year’s subscription to the Committee’s new pub- 
lication of information about cancer research and 
treatment, “The Quarterly Review.” 


2. A supply of labels for your packages. 


The remainder of your $1 will be spent for the in- 
formation service, distribution of free pamphlets, lec- 
tures, exhibits, publicity, etc. 


N.Y.C. CANCER COMMITTEE 


of the American Society for the Control of Cancer, 130 East 66th Street, New York 


I enclose $1 for the purposes specified in your announcement. 


address 


If not a resident of New York City, write for information to the American Society 
for the Control of Cancer, 1250 Sixth Avenue, New York 
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